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ATTORNEYGENERAL
Under provisions set out in the Texas Constitution, the Texas Government Code, Title 4, §402.042 and
numerous statutes, the attorney general is authorized to write advisory opinions for state and local
officials. These advisory opinions are requested by agencies or officials when they are confronted with
unique or unusually difficult legal questions. The attorney general also determines, under authority of the
Texas Open Records Act, whether information requested for release from governmental agencies may be
held from public disclosure. Requests for opinions, opinions, and open record decisions are summarized
for publication in the Texas Register. The Attorney General responds to many requests for opinions and
open records decisions with letter opinions. A letter opinion has the same force and effect as a formal
Attorney General Opinion, and represents the opinion of the Attorney General unless and until it is
modified or overruled by a subsequent letter opinion, a formal Attorney General Opinion, or a decision of a
court of record. To request copies of opinions, phone (512) 462-0011. To inquire about pending requests for
opinions, phone (512) 463-2110.
Open Records Decision
ORD-643 (ORQ-7). Request from James R. Raup McGinnis,
Lochridge & Kilgore, L.L.P. 1300 Capitol Center 919 Congress
Avenue Austin, Texas 78701; John S. Aldridge Walsh, Anderson,
Underwood, Schulze & Aldridge, P.C. P.O. Box 2156 Austin, Texas
78768; Alan Rhodes Underwood, Wilson, Berry, Stein & Johnson,
P.C. P.O. Box 9158 Amarillo, Texas 79105-9158; Darrell Corzine
McMahon, Tidwell, Hansen, Atkins & Peacock, P.C. 4001 East
42nd Street, Suite 200 Odessa, Texas 79762; Blake G. Powell
Henslee, Ryan & Groce Great Hills Plaza 9600 Great Hills Trail,
Suite 300 West Austin, Texas 78759-6303;
Summary of Decision. The Education Code, §21.355 makes confi-
dential any document that evaluates, as that term is commonly
understood, the performance of a teacher or administrator. The term
"teacher" as used in §21.355 means an individual who is required to
hold and does hold a teaching certificate or school district teaching
permit under Subchapter B of Chapter 21, and who is engaged in
teaching at the time of the evaluation. An "administrator" is a person
who is required to hold and does hold an administrator’s certificate
under Subchapter B of Chapter 21, and is performing the functions




(RQ-883). Request from the Honorable Robert Junell, Chair, House
Committee on Appropriations, Texas House of Representatives, P.O.
Box 2910, Austin, Texas 78768-2910 concerning whether responsi-
bilities of the Texas Commission on Jail Standards with regard to
federal prisoners.
(RQ-884). Reques from Dr. David R. Smith, Commissioner of
Health, Texas Department of Health, 1100 West 49th Street, Austin,
Texas 78756-3199 concerning whether a therapeutic optometrist
may perform certain surgical procedures.
TRD-9606757
♦ ♦ ♦
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TEXAS ETHICSCOMMISSION
The Texas Ethics Commission is authorized by Government Code, §571.091, to issue advisory opinions in
regard to the following statutes: the Government Code, Chapter 302; the Government Code, Chapter 305;
the Government Code, Chapter 572; the Election Code, Title 15; the Penal Code, Chapter 36; and the Penal
Code, Chapter 39.
Requests for copies of the full text of opinions or questions on particular submissions should be addressed
to the Office of the Texas Ethics Commission, P.O. Box 12070, Austin, Texas 78711-2070, (512)
463-5800.
Ethics Advisory Opinions
EAO-323 (AOR-347). Consequences of a judicial candidate’s fail-
ure to file a declaration of intent under the Election Code, §253.164.
Summary of Opinion. A judicial candidate’s failure to file a
declaration of intent under the Election Code, §253.164 does not
release the candidate’s opponent from compliance with any of the
restrictions in the Judicial Campaign Fairness Act.
EAO-324 (AOR-359). Whether a former employee of the Texas
Natural Resource Conservation Commission may work on the certi-
fication of a groundwater monitoring system if the former employee
reviewed and approved or supervised the review and approval of the
ground water monitoring system during the permit application pro-
cess while employed by the agency.
Summary of Opinion. The revolving door provision in Government
Code, §572.054(b) does not prohibit a former employee of the Texas
Natural Resource Conservation Commission from working on the
certification of a groundwater monitoring system even though the
former employee reviewed and approved or supervised the review
and approval of the groundwater monitoring system during the
permit application process while employed by the agency. The
certification of a groundwater monitoring system and the review of a
permit application are separate matters.
EAO-325 (AOR-362). Whether a lobby registrant may purchase real
estate from a legislator if the lobby registrant pays fair market value
for the property.
Summary of Opinion. A legislator may sell a piece of real property
to a registered lobbyist provided that the purchase price reflects the
fair market value of the property.
EAO-326 (AOR-363). Interpretation of the requirement that a per-
sonal financial statement filed under the Government Code, Chapter
572, contain a listing of all shares of stock held or acquired by the
filer during the year covered by the statement.
Summary of Opinion. On a financial statement filed under the
Government Code, Chapter 572 a filer must list the stock of any
business entity held or acquired during the year covered by the
report, and if the stock is sold, the filer must report the category of
the amount of net gain or loss realized from the sale. If a filer owns
stock in a fund that itself owns stock, the filer is required to report
only the stock the filer owns, not the stock the fund owns. On the
other hand, if a filer has delegated the responsibility to buy and sell
stocks to an account manager but retains ownership of the stocks,
the filer must report the required information about each of the
stocks held or acquired during the year covered by the report.
EAO-327 (AOR-364). Whether a corporation may make expendi-
tures for creating and maintaining an Internet site containing photos
and information relating to candidates in upcoming elections.
Summary of Opinion. A corporation may make expenditures for
creating and maintaining an Internet site containing photos and
information relating to candidates in upcoming elections if all candi-
dates in an election have access to the site on an equal basis and if
the site is not used to support or oppose any candidate.




Filed: May 17, 1996
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PROPOSEDRULES
Before an agency may permanently adopt a new or amended section or repeal an existing section, a
proposal detailing the action must be published in the Texas Register at least 30 days before action is
taken. The 30-day time period gives interested persons an opportunity to review and make oral or written
comments on the section. Also, in the case of substantive action, a public hearing must be granted if
requested by at least 25 persons, a governmental subdivision or agency, or an association having at least
25 members.
Symbology in proposed amendments. New language added to an existing section is indicated by the use
of bold text. [Brackets] indicate deletion of existing material within a section.
TITLE 4. AGRICULTURE
Part X. Texas Boll Weevil Eradication
Foundation
Chapter 196. Assessment and Assessment
Collection
• 4 TAC §196.1
The Texas Boll Weevil Eradication Foundation (TBWEF) proposes new
§196. 1, concerning policy for assessments and assessment collec-
tions. The new section is proposed in order to establish requirements
and procedures for levy and collection of eradication assessments.
The Texas Boll Weevil Eradication Foundation, as authorized in the
Texas Agriculture Code (the Code), Chapter 74, Subchapter D, makes
annual assessments against cotton growers to fund costs of the boll
weevil eradication program. The rate of assessment varies by eradica-
tion zone (zone), is established in each zone’s referendum, and is
based upon land acres, planted acres, established yield, and other
factors, or some combination of factors.
Franklin D. Myers, Executive Director of TBWEF, has determined that
for the first five-year period the section is in effect there will be no fiscal
implications for state or local government as a result of enforcing or
administering the section.
Mr. Myers also has determined that for each of the first five years the
section is in effect there will be no effect on small or large businesses,
except for those who fail to timely pay assessments. The economic
cost to persons and businesses required to comply with the rules
results from failure to timely pay assessments, is determined on an
individual basis, and cannot be predicted.
Comments on the proposal may be submitted to Franklin D. Myers,
Executive Director, Texas Boll Weevil Eradication Foundation, P.O.
Box 5089, Abilene, Texas, 79608. Comments must be received no
later than 30 days from the date of publication of the proposed rules in
the Texas Register.
The new section is proposed under the Texas Agriculture Code,
§74.120, which provides the Texas Boll Weevil Eradication Foundation
authority to establish rules necessary to carry out the purposes of the
Code Chapter 74, Subchapter D.
The Texas Agriculture Code, Chapter 74 is affected by this new
section.
§196.1. Policy for Assessment and Assessment Collection.
(a) Definitions. The following words and terms, when used
in this subchapter shall have the following meanings, unless the
context clearly indicates otherwise.
(1) Failed acres–Those acres upon which cotton was
planted but from which no cotton has been or will be harvested or
sold.
(2) Farm–That area of land which has been assigned a
unique farm number by the Farm Service Agency.
(b) Source of required information. The Texas Boll Weevil
Eradication Foundation (TBWEF) shall obtain from federal agricul-
tural agencies the information necessary to compute the assessment,
including but not limited to farm land acres, planting pattern and
established yield, and cotton grower’s name, address, and share of
crop proceeds. If the required information cannot be obtained in this
manner, it shall be obtained directly from cotton growers as pro-
vided in the Texas Agriculture Code (the Code), §74.121.
(c) Assessment calculation and billing. Assessments shall be
calculated for each cotton grower at the rate established in the zone
referendum covering the area where the cotton is located, or as set
by the TBWEF, if lower. TBWEF shall issue an invoice to each
cotton grower reflecting the grower’s assessment amount for each
farm.
(d) Assessment due dates. The TBWEF Board of Directors
shall determine the assessment due dates for each zone in accord-
ance with the zone’s referendum. Once established, these due dates
shall remain in effect until changed by TBWEF Board action.
(e) Discounts for prompt payment. To encourage prompt
payment of assessments, TBWEF will permit discounts to be de-
ducted from cotton growers’ payments received prior to the assess-
ment due date. The discount shall be 1.0% of the assessment amount
if received at least 15 days but not more than 29 days prior to the
assessment due date, and 2.0% if received at least 30 days before the
assessment due date. TBWEF shall disallow discounts taken where
payments are not received by TBWEF within the stated time.
(f) Minimum amount. Neither assessment billings nor re-
funds of overpayments shall be issued if less than $5.00 per cotton
grower.
(g) Collection Procedures.
(1) Past due notice. If a cotton grower’s payment is not
received within ten days after the due date, TBWEF shall issue a
past due notice. This notice shall state that if payment is not received
within ten days, the account will be reported to the Texas Depart-
ment of Agriculture (TDA) as delinquent. After the ten-day period
has lapsed, the cotton grower’s delinquent account information shall
be reported to TDA.
(2) Late payment penalty. TBWEF shall assess a late
payment penalty of 1.5% per month on any past due balance. The
penalty shall be calculated on the unpaid balance for the number of
days from the assessment due date until the balance is paid in full.
Partial payments shall reduce the unpaid balance for purposes of
calculating the penalty.
(3) Involvement of Texas Department of Agriculture
(TDA). TDA shall enforce collection in accordance with the Code,
§74.115 and §74.118, as amended, and TDA’s rules.
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(4) Payment extension agreements. TBWEF may grant
extensions of time to pay assessments to cotton growers who make a
written request. The extension of time shall be for a period not to
exceed 150 days from the assessment due date. Cotton growers shall
be required to execute a payment extension agreement defining the
terms of the extension. The agreement shall grant TBWEF a security
interest in cotton produced and harvested and any cotton proceeds,
and shall provide that TDA will not assess the penalties provided by
statute until notice is received from TBWEF that the cotton grower
has failed to comply with the terms of the payment extension
agreement. The agreement shall require the cotton grower to make a
10% down payment and provide that the unpaid balance shall
continue to be subject to a late payment penalty of 1.5% per month,
as provided by subpsection (g)(2) of this section.
(5) TBWEF legal action. If a cotton grower’s assess-
ment shall remain unpaid on the 45th day after the assessment due
date and a payment extension agreement has not been executed,
TBWEF shall promptly begin collection proceedings, which may
include engagement of attorneys to enforce collection.
(h) Failed acres. Cotton growers who have failed acres may
furnish TBWEF with a signed Farm Service Agency Form 574 and
proof of crop destruction and apply for a refund or partial refund of
paid assessments using forms prescribed by TBWEF. Proof of crop
destruction shall be met by completing and signing a TBWEF form
which includes all requested information, and making the acreage
available for TBWEF personnel to verify crop destruction. Refunds
shall be granted to cotton growers whose crop is failed and destruc-
tion has occurred prior to the first TBWEF insecticide treatment for
the applicable zone, but only prior to the second year of active
eradication in that zone. Active eradication shall be defined as a
program operated by TBWEF whose purpose is the complete eradi-
cation of the boll weevil. No refund shall be issued to any grower
whose assessment is unpaid at the time the refund request is made.
This agency hereby certifies that the proposal has been reviewed by
legal counsel and found to be within the agency’s authority to adopt.
Issued in Austin, Texas, on May 14, 1996.
TRD-9606676 Franklin D. Myers
Executive Director
Boll Weevil Eradication Foundation
Earliest possible date of adoption: June 24, 1996
For further information, please call: (512) 463-7583
♦ ♦ ♦
TITLE 16. ECONOMIC REGULATION
Part I. Railroad Commission of Texas
Chapter 15. Alternative Fuels Research and
Education Division
Propane Water Heater Rebate Program
• 16 TAC §§15.105, 15.110, and 15.160
The Railroad Commission of Texas proposes amendments to
§§15.105, 15. 110, and 15.160, relating to the Alternative Fuels Re-
search and Education Division’s consumer rebate program for water
heaters fueled by propane. The commission proposes this action to
continue the program in effect past August 21, 1996, and to reflect
recent organizational changes at the commission.
Deleting the definition of "program year" in §15.105 and the last
sentence of §15.110 will continue the water heater rebate program in
effect past August 21, 1996. Changing "director of the LP-Gas Division"
to "assistant director of the LP-Gas Section, Gas Services Division"
reflects the commission’s recent organizational changes that incorpo-
rated the former LP-Gas Division as a section within the new Gas
Services Division.
For the first year that the amended sections are in effect, the commis-
sion expects to set the rebate level at $150 for each eligible installation
and to limit eligibility to no more than one rebate issued per dwelling.
Dan Kelly, director, Alternative Fuels Research and Education Division,
has determined that for the first year the sections as amended will be in
effect, there will be a fiscal impact for state government, and that
thereafter, for the second and subsequent years of the first five years
the sections as amended will be in effect, there may be a fiscal impact
for state government. For the first year that the amended sections are
in effect, the estimated cost to state government will be not more than
$600,000 from the Alternative Fuels Research and Education Fund.
The actual cost will not exceed 25% of the funds available in the
Alternative Fuels Research and Education Fund Account 101, General
Revenue-Dedicated, plus the cost of commission employees’ time
spent in preparation, administration, and enforcement of the program.
The fiscal implications for state government thereafter cannot be deter-
mined, since continuation of the program would depend on the avail-
ability and commitment of further funds to the program by the
commission. There will be no fiscal implications for local governments
as a result of enforcing or administering the sections as amended.
Mr. Kelly has determined that there will be fiscal implications for certain
small businesses that choose to participate in the voluntary program.
Participating propane dealers will be required to process applications
and perform safety inspections. The extent to which the cost of per-
forming these services will be offset by increased propane sales and
cost-recovery practices cannot be determined.
Mr. Kelly also has determined that for each year the sections as
amended are in effect, the public benefit anticipated as a result will be
increased energy conservation, reduced air pollution, and an estimated
$467,000 in energy cost savings to consumers, assuming an average
annual savings of $140 per rebate recipient household. Individual
consumers’ savings may vary. There is no anticipated economic cost to
persons who would be required to comply with the sections as
amended, since participation is voluntary.
Comments on the proposed amendments may be submitted to Dan
Kelly, director, Alternative Fuels Research and Education Division,
Railroad Commission of Texas, P.O. Box 12967, Austin, Texas
78711-2967. Comments will be accepted for 30 days after publication
in the Texas Register. For additional information, call Dan Kelly or
Heather Ball at (512) 463-7110.
The commission proposes the amendments under Texas Natural Re-
sources Code, §113.2435, which authorizes the commission to adopt
rules relating to the establishment of consumer rebate programs for
purchasers of appliances and equipment fueled by LPG or other
environmentally beneficial fuels for the purpose of achieving energy
conservation and efficiency and improving air quality in this state; and
Texas Natural Resources Code, §113.243(c)(6), which authorizes the
commission to use money in the Alternative Fuels Research and
Education Fund to pay the direct and indirect costs of such programs.
Texas Natural Resources Code, §§113.2435, 113.243(c)(6), 113.248,
113. 249, and 113.250 are affected by these proposed amendments.
§15.105. Definitions. The following words and terms, when used
in §§15.101-15.165 of this title (relating to the Alternative Fuels
Research and Education Division) shall have the following mean-
ings, unless the context clearly indicates otherwise.
[Program year-Each of two consecutive one-year periods
beginning on the effective date of §§15.101-15.165 of this title
(relating to the Alternative Fuels Research and Education Division)
and ending on the same month and day two years afterwards.]
§15.110. Establishment; Duration. The rebate program is hereby
established on the effective date of §§15.101-15.165 of this title
(relating to the Alternative Fuels Research and Education Division).
The commission may terminate this rebate program at any time.
[The program shall terminate two years after the effective date of
this rule unless the commission amends this section to continue it in
effect past that date.]
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§15.160. Complaints.
(a) (No change.)
(b) Complaints that an installation does not comply with
the commission’s LP-gas safety rules should be sent in writing to the
assistant director of the LP-Gas Section, Gas Services Division of
the commission at the same address.
This agency hereby certifies that the proposal has been reviewed by
legal counsel and found to be within the agency’s authority to adopt.
Issued in Austin, Texas, on May 14, 1996.
TRD-9606680 Mary Ross McDonald
Assistant Director, Office of General Counsel, Gas
Services Section
Railroad Commission of Texas
Earliest possible date of adoption: June 24, 1996
For further information, please call: (512) 463-7008
♦ ♦ ♦
Media Rebate Program
• 16 TAC §15.205
The Railroad Commission of Texas proposes an amendment to
§15.205, relating to definitions of terms in the Alternative Fuels Re-
search and Education Division’s media rebate program. The commis-
sion proposes this action to broaden certain eligibility requirements.
Changing the definition of "eligible media outlet" extends the eligibility
for rebates to new classes of advertising, e.g., schoolbook covers.
Dan Kelly, director, Alternative Fuels Research and Education Division,
has determined that for the first year the section as amended will be in
effect, there will be a fiscal impact for state government, and that
thereafter, for the second and subsequent years of the first five years
the section as amended will be in effect, there may be a fiscal impact
for state government. For the first year that the amended section would
be in effect, the estimated cost to state government will be not more
than $150,000 from the Alternative Fuels Research and Education
Fund Account, General Revenue-Dedicated, plus the cost of commis-
sion employees’ time spent in preparation, administration, and enforce-
ment of the program. The fiscal implications for state government
thereafter cannot be determined, since continuation of the program
would depend on the availability and commitment of further funds to the
program by the commission. There will be no fiscal implications for
local governments as a result of enforcing or administering the section
as amended.
Mr. Kelly also has determined that for each year the section as
amended is in effect, the public benefit anticipated as a result will be
increased public awareness and understanding of propane as an
environmentally beneficial alternative fuel.
Mr. Kelly has determined that there will be fiscal implications for certain
small businesses that choose to participate in the voluntary program.
Participating propane dealers will be required to process applications
and meet other administrative requirements. The extent to which the
cost of performing these services will be offset by increased propane
sales and cost-recovery practices will vary from business to business
and cannot be determined in advance. There is no anticipated eco-
nomic cost to persons who would be required to comply with the
section as amended, since participation is voluntary.
Comments on the proposed amendment may be submitted to Dan
Kelly, director, Alternative Fuels Research and Education Division,
Railroad Commission of Texas, P.O. Box 12967, Austin, Texas
78711-2967. Comments will be accepted for 30 days after publication
in the Texas Register. For additional information, call Dan Kelly or
Heather Ball at (512) 463-7110.
The commission proposes the amendment under Texas Natural Re-
sources Code, §113.241, which authorizes the commission to adopt
rules relating to educating the public regarding the use of LPG and
other environmentally beneficial alternative fuels that are or have the
potential to be effective in improving the quality of air in this state;
Texas Natural Resources Code, §113.243(c)(2), which authorizes the
commission to implement marketing and advertising programs relating
to alternative fuels to make alternative fuels more understandable and
readily available to consumers; and Texas Natural Resources Code,
§113.243(c)(6), which authorizes the commission to use money in the
Alternative Fuels Research and Education Fund to implement pro-
grams necessary to promote the use of LPG or other environmentally
beneficial alternative fuels.
Texas Natural Resources Code, §§113.243(c)(2), 113.243(c)(6),
113.248, 113.249, and 113.250 is affected by this amendment.
§15.205. Definitions. The following words and terms, when used
in §§15.201-15.245 of this title, relating to the Alternative Fuels
Research and Education Division [this section], shall have the
following meanings, unless the context clearly indicates otherwise.
Eligible media outlet–A media outlet, including, but not
limited to, a radio or television station or cable franchise licensed
by the Federal Communications Commission; a weekly or daily
published newspaper; a weekly, monthly or bi-monthly magazine; a
provider of billboard advertising; or a publisher of an annual or
seasonal special events program that regularly accepts paid advertis-
ing from the public and whose target audience and message are
consistent with the goals of the commission. The media outlet
must be approved by the commission in advance of purchase of
advertising[, including, but not limited to, souvenir programs for
sporting events, musical events or theatrical productions]. The term
does not include dealer-published newsletters, fliers or specialty
advertising.
This agency hereby certifies that the proposal has been reviewed by
legal counsel and found to be within the agency’s authority to adopt.
Issued in Austin, Texas, on May 14, 1996.
TRD-9606681 Mary Ross McDonald
Assistant Director, Office of General Counsel, Gas
Services Section
Railroad Commission of Texas
Earliest possible date of adoption: June 24, 1996
For further information, please call: (512) 463-7008
♦ ♦ ♦
Alternative Fuel Highway Signage Rebate Pro-
gram
• 16 TAC §15.305
The Railroad Commission of Texas proposes an amendment to
§15.305, relating to definitions used in the Alternative Fuels Research
and Education Division’s highway signage rebate program. The com-
mission proposes this action to broaden certain eligibility requirements.
Changing the definition of "eligible installation" extends eligibility to
highway signs installed on land leased by eligible propane and/or
natural gas outlets.
Dan Kelly, director, Alternative Fuels Research and Education Division,
has determined that for the first five-year period the rule is in effect
there are no fiscal implications for state or local government as a result
of enforcing or administering the section.
Mr. Kelly also has determined that for each year of the first five years
that the section as amended is in effect the public benefit anticipated as
a result of enforcing the section will be increased public awareness and
understanding of propane as an environmentally beneficial alternative
fuel. There will be no effect on small businesses. There is no antici-
pated economic costs to persons who would be required to comply with
the section as proposed.
Comments on the proposal may be submitted to Dan Kelly, Director,
Alternative Fuels Research and Education Division, Railroad Commis-
sion of Texas, P.O. Box 12967, Austin, Texas 78711-2967. Comments
will be accepted for 30 days after publication in the Texas Register. For
additional information, call Dan Kelly or Heather Ball at (512)
463-7110.
The commission proposes the amendment under Texas Natural Re-
sources Code, §113.241, which authorizes the commission to adopt
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rules relating to educating the public regarding the use of LPG and
other environmentally beneficial alternative fuels that are or have the
potential to be effective in improving the quality of air in this state;
Texas Natural Resources Code, §113.243(c)(2), which authorizes the
commission to implement marketing and advertising programs relating
to alternative fuels to make alternative fuels more understandable and
readily available to consumers; and Texas Natural Resources Code,
§113.243(c)(6), which authorizes the commission to use money in the
Alternative Fuels Research and Education Fund to implement pro-
grams necessary to promote the use of LPG or other environmentally
beneficial alternative fuels.
Texas Natural Resources Code §§113.241, 113.243(c)(2),
113.243(c)(6), 113. 248, 113.249, and 113.250 is affected by this
amendment.
§15.305. Definitions. The following words and terms, when used
in §§15.301, 15.305, 15.310, 15.315, 15.320, 15.325, 15.330,
15.335, 15. 340, 15.345, and 15.350 of this title (relating to the
Alternative Fuels Research and Education Division), shall have the
following meanings, unless the context clearly indicates otherwise.
Eligible installation–An installation of eligible signage that
complies with all local, state, and federal laws and regulations and:
(A) (No change.)
(B) is a billboard on which construction began after
the effective date of this program on land owned or leased by the
applicant; and
(C) (No change.)
This agency hereby certifies that the proposal has been reviewed by
legal counsel and found to be within the agency’s authority to adopt.
Issued in Austin, Texas, on May 14, 1996.
TRD-9606682 Mary Ross McDonald
Assistant Director, Office of General Counsel, Gas
Services Section
Railroad Commission of Texas
Earliest possible date of adoption: June 24, 1996
For further information, please call: (512) 463-7008
♦ ♦ ♦
Part II. Public Utility Commission of
Texas
Chapter 22. Practice and Procedure
Subchapter M. Procedures and Filing Require-
ments in Particular Commission Proceedings
• 16 TAC §22.246
The Public Utility Commission of Texas proposes a new §22.246,
relating to Administrative Penalties. The proposed rule sets out proce-
dures for the commission to follow when addressing enforcement
actions related to administrative penalties.
Ms. Jackie Follis, senior policy analyst in the legal division of the Office
of Regulatory Affairs, has determined that for each year of the first five-
year period the proposed section is in effect there will be no fiscal
implications for state or local government as a result of enforcing or
administering the section.
Ms. Follis has also determined that for each year of the first five years
the proposed section is in effect the public benefit anticipated as a
result of enforcing the section will be that the commission will have
procedures in place to assess administrative penalties against persons
found to be engaging in any activity or conduct prohibited by the Public
Utility Regulatory Act (PURA), a commission rule or a commission
order. There will be no effect on small businesses as result of enforcing
this section. There is no anticipated economic cost to persons who are
required to comply with the section as proposed.
Ms. Follis has also determined that for each year of the first five years
the proposed section is in effect there will be no impact on employment
in the geographical area affected by implementing the requirements of
the section.
Comments on the proposed rule (16 copies) may be submitted to
Paula Mueller, Secretary of the Commission, Public Utility Commission
of Texas, 7800 Shoal Creek Boulevard, Austin, Texas 78757, within 30
days after publication. The commission invites specific comments re-
garding the costs associated with, and benefits that will be gained by,
implementation of the rule. The commission will consider the costs and
benefits in deciding whether to adopt the rule. All comments should
refer to Project Number 15016. The commission staff will conduct a
public hearing on this rulemaking under Texas Government Code,
§2001.029 at the commission offices on June 7, 1996 at 10:00 a.m.
The new rule is proposed under the Public Utility Regulatory Act of
1995 (PURA), §1.101, Senate Bill 319, 74th Legislature Regular Ses-
sion 1995, which provides the Public Utility Commission with the
authority to make and enforce rules reasonably required in the exercise
of its powers and jurisdiction, including rules of practice and procedure,
and §1.3215 of PURA, which allows the commission to impose an
administrative penalty against a person regulated under the Act who
violates the Act or a rule or order adopted under the Act.
Cross Index to Statutes: PURA §1.101, §1.3215.
§22.246. Administrative Penalties.
(a) Scope. This section is intended to address enforcement
actions related to administrative penalties only and does not apply to
any other enforcement actions that may be undertaken by the
commission or the commission staff.
(b) Definitions. The following words and terms, when used
in this section, shall have the following meanings unless the context
clearly indicates otherwise:
(1) Executive Director–The executive director of the
commission or the executive director’s designee.
(2) ORA Director–The director of the commission’s of-
fice of regulatory affairs or the ORA director’s designee.
(3) Violation–Any activity or conduct prohibited by the
Public Utility Regulatory Act (PURA), commission rule or commis-
sion order.
(c) Amount of penalty.
(1) Each day a violation continues or occurs is a separate
violation for purposes of imposing a penalty.
(2) The penalty for each separate violation may be in an
amount not to exceed $5,000 per day.
(3) The amount of the penalty shall be based on:
(A) the seriousness of the violation, including the
nature, circumstances, extent, and gravity of any prohibited acts, and
the hazard or potential hazard created to the health, safety, or
economic welfare of the public:
(B) the economic harm to property or the environ-
ment caused by the violation;
(C) the history of previous violations;
(D) the amount necessary to deter future violations;
(E) efforts to correct the violation; and
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(F) any other matter that justice may require, includ-
ing, but not limited to, the respondent’s timely compliance with
requests for information, completeness of responses, and whether the
respondent has engaged in dilatory tactics during the investigation of
the underlying complaint.
(d) Initiation of Investigation. Upon receiving a report of an
alleged violation, the executive director shall determine whether an
investigation should be initiated.
(e) Report of Violation. If, based on the investigation under-
taken pursuant to subsection (d) of this section, the executive
director and the ORA director determine that a violation has oc-
curred, the executive director may issue a report to the commission.
The executive director must obtain concurrence from the ORA
director that a violation has occurred before the report is issued to
the commission; provided, however, that if within 30 days of the
date the draft report is provided to the ORA director, the ORA
director does not expressly concur or not concur in the issuance of
the report, the report may be issued without such concurrence.
(1) Contents of the report of violation. The report of
violation shall state the facts on which the determination is based
and a recommendation on the imposition of a penalty, including a
recommendation on the amount of the penalty.
(2) Notice of report. Within 14 days after the report is
issued, the executive director shall, by certified mail, return receipt
requested, give written notice of the report to the person who is
alleged to have committed the violation which is the subject of the
report. The notice must include:
(A) a brief summary of the alleged violation;
(B) a statement of the amount of the recommended
penalty; and
(C) a statement that the person who is alleged to have
committed the violation has a right to a hearing on the occurrence of
the violation, the amount of the penalty, or both the occurrence of
the violation and the amount of the penalty.
(f) Options for Response to Notice of Violation.
(1) Opportunity to cure.
(A) Within 30 days of the date of receipt of the notice
set out in subsection (e)(2) of this section, the person against whom
the penalty may be assessed may prove that the alleged violation has
been cured and that the alleged violation was accidental or inadver-
tent. Proof that an alleged violation has been cured and that the
alleged violation was accidental or inadvertent shall be evidenced in
writing, under oath, and supported by necessary documentation.
(B) Within 20 working days of receipt of the evi-
dence required by subparagraph (A) of this paragraph, the executive
director shall make a determination as to whether further proceed-
ings are necessary. The executive director must obtain the written
concurrence from the ORA director before initiating such proceed-
ings or closing the matter. Provided, however, that if, within ten
days of receiving the request for concurrence, the ORA director does
not expressly concur or not concur, the executive director may
implement the decision to proceed or not to proceed without such
concurrence.
(2) Payment of penalty. Within 30 days after the date the
person receives the notice set out in subsection (e)(2) of this section,
the person may accept the determination and recommended penalty.
Acceptance of the determination and penalty shall be submitted in
writing to the executive director. The commission by written order
shall approve the determination and impose the recommended pen-
alty.
(3) Request for settlement conference. Within 30 days of
the date the person receives the notice set out in subsection (e)(2) of
this section, the person may submit to the executive director a
written request that a settlement conference be held to discuss the
occurrence of the violation, the amount of the penalty, or both the
occurrence of the violation and the amount of the penalty. A
settlement conference shall be held within 45 days from the date the
executive director receives the request and shall be conducted
pursuant to the procedures set out in subsection (g) of this section.
(4) Request for hearing. Within 30 days of the date the
person receives the notice set out in subsection (e)(2) of this section,
the person may submit to the executive director a written request for
a hearing on the occurrence of the violation, the amount of the
penalty, or both the occurrence of the violation and the amount of
the penalty.
(g) Settlement Conference. A settlement conference re-
quested pursuant to subsection (f)(3) of this section is not subject to
the Texas Rules of Evidence or the Texas Rules of Civil Procedure;
however, the discussions are subject to Texas Rules of Civil Evi-
dence 408, relating to compromise and offers to compromise. The
settlement conference shall be conducted in accordance with the
procedures set out in paragraphs (1)-(3) of this subsection.
(1) The commission’s legal administration division shall
conduct the settlement conference and shall act as a facilitator or
allow private discussions as appropriate.
(2) If a settlement is reached:
(A) the legal administration division shall send a re-
port to the executive director setting forth the factual basis for the
settlement;
(B) the executive director shall issue the report of
settlement to the commission; and
(C) the commission by written order will approve the
settlement.
(3) If a settlement is reached after the matter has been
referred to the State Office of Administrative Hearings (SOAH), the
matter shall be returned to the commission and the commission by
written order will approve the settlement.
(h) Hearing. If a person requests a hearing under subsection
(f)(4) of this section, or fails to respond timely to the notice of the
report of violation provided pursuant to subsection (e)(2) of this
section, the secretary shall set a hearing, provide notice of the
hearing to the person, and refer the case to SOAH pursuant to
§22.207 of this title (relating to Referral to State Office of Adminis-
trative Hearings). The case shall then proceed as set forth in
paragraphs (1)-(5) of this subsection.
(1) The secretary shall provide the administrative law
judge a list of issues or areas that must be addressed.
(2) The hearing shall be conducted in accordance with
the provisions of this chapter, except that no intervention shall be
allowed.
(3) The SOAH administrative law judge shall promptly
issue to the commission a proposal for decision, including findings
of fact and conclusions of law, about the occurrence of the violation
and the amount of the proposed penalty.
(4) Based on the SOAH administrative law judge’s pro-
posal for decision, the commission may:
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(A) determine that a violation has occurred and im-
pose a penalty; or
(B) determine that no violation has occurred.
(5) Notice of the commission’s order issued pursuant to
paragraph (4) of this subsection shall be provided under Chapter
2001 of the Government Code and §22.263 of this title (relating to
Final Orders) and shall include a statement that the person has a
right to judicial review of the order.
This agency hereby certifies that the proposal has been reviewed by
legal counsel and found to be a valid exercise of the agency’s authority.
Issued in Austin, Texas, on May 14, 1996.
TRD-9606688 Paula Mueller
Secretary of the Commission
Public Utility Commission of Texas
Earliest possible date of adoption: June 24, 1996
For further information, please call: (512) 458-0100
♦ ♦ ♦
Chapter 23. Substantive Rules
Certification
• 16 TAC §23.32
The Public Utility Commission of Texas proposes an amendment to
§23.32, relating to Automatic Dial Announcing Devices (ADADs). The
proposed amendment will allow for the suspension of a person’s permit
to operate an ADAD upon receipt of a final order from the Office of the
Attorney General or the court finding that the person’s permit has been
ordered suspended for failure to pay child support.
Ms. Jackie Follis, senior policy analyst in the legal division of the Office
of Regulatory Affairs, has determined that for each year of the first five-
year period the proposed section is in effect there will be no fiscal
implications for state or local government as a result of enforcing or
administering the section.
Ms. Follis has also determined that for each year of the first five years
the proposed section is in effect the public benefit anticipated as a
result of enforcing the section will be that the commission, as a
licensing authority for ADADs permits, will assist the state in its efforts
to enforce laws relating to child support enforcement. There will be no
effect on small businesses as result of enforcing this section. There is
no anticipated economic cost to persons who are required to comply
with the section as proposed.
Ms. Follis has also determined that for each year of the first five years
the proposed section is in effect there will be no impact on employment
in the geographical area affected by implementing the requirements of
the section.
Comments on the proposed amendment (16 copies) may be submitted
to Paula Mueller, Secretary of the Commission, Public Utility Commis-
sion of Texas, 7800 Shoal Creek Boulevard, Austin, Texas 78757,
within 30 days after publication. The commission invites specific com-
ments regarding the costs associated with, and benefits that will be
gained by, implementation of the amendment. The commission will
consider the costs and benefits in deciding whether to adopt the
amendment. Additionally, the commission invites specific comments
regarding how the passage of Senate Bill 652, (Federal Telecommuni-
cations Act of 1996) impacts this rule. All comments should refer to
Project Number 15446. The commission staff will conduct a public
hearing on this rulemaking under Texas Government Code, §2001.029
at the commission offices on June 4, 1996 at 10:00 a.m.
The amendment is proposed under the Public Utility Regulatory Act of
1995, §1.101, Senate Bill 319, 74th Legislature, Regular Session 1995,
which provides the Public Utility Commission with the authority to make
and enforce rules reasonably required in the exercise of its powers and
jurisdiction, including rules of practice and procedure, and Texas Fam-
ily Code, Chapter 232 (Vernon Supplement 1996), which provides for
the suspension of state-issued licenses for failure to pay child support.
Cross Index to Statutes: PURA §1.101, and Texas Family Code,
Chapter 232 (Vernon Supplement 1996).
§23.32. Automatic Dial Announcing Devices.
(a) (No change.)
(b) Definitions. The following words and terms, when used
in this section, shall have the following meanings unless the context
clearly indicates otherwise.
(1)-(3) (No change.)
(4) Title IV-D Agency–the office of the attorney gen-
eral for the State of Texas.
(c)-(f) (No change.)
(g) [Penalties. A person who operates an ADAD without a
valid permit or with an expired permit or who otherwise operates the
ADAD in violation of this section or a commission order is subject
to an administrative penalty of not more than $1,000 for each day or
portion of a day during which the ADAD was operating in violation
of this section.] Permit Suspension/Child Support Enforcement.
In consideration of the Texas Family Code, Chapter 232 (Ver-
non Supplement 1996), which provides for the suspension of
state-issued licenses for failure to pay child support, the commis-
sion shall follow the procedures set out in this subsection.
(1) Provision of information to a Title IV-D agency.
Upon request, the commission shall provide a Title IV-D agency
with the name address, social security number, license renewal
date, and other identifying information for each person who
holds, applies for, or renews an ADAD permit issued by the
commission. This information shall be provided in a format
agreed to between the Title IV-D agency and the commission.
(2) Suspension of permit. Upon receipt of a final
order issued by a court or a Title IV-D agency suspending an
ADAD permit under the provisions of the Texas Family Code
Chapter 232, the commission shall immediately:
(A) record the suspension of the permit in the
commission’s files; and
(B) notify the telecommunications utility providing
service to the user of an ADAD that the permit has been
suspended.
(3) Service disconnection. Upon receipt of notification
by the commission that a permit has been suspended under the
provisions of this subsection, the telecommunications utility pro-
viding service to that user of an ADAD shall immediately discon-
nect service to that person.
(4) Refund of fees. A person who holds, applies for, or
renews an ADAD permit issued by the commission that is
suspended under the provisions of this subsection is not entitled
to a refund of any fees paid under subsection (d) of this section.
(5) Reinstatement. The commission may not modify,
remand, reverse, vacate, or reconsider the terms of a final order
issued by the court or a Title IV-D agency suspending a permit
under the provisions of the Texas Family Code Chapter 232.
However, upon receipt of an order by the court or Title IV-D
agency vacating or staying an order suspending a person’s
permit to operate an ADAD, the commission shall promptly
issue or re-issue the affected permit to that person if that person
is otherwise qualified for the permit and has paid the applicable
fees as set out in subsection (d) of this section.
(h) Penalties. A person who operates an ADAD without a
valid permit, with an expired permit, or with a permit that has
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been suspended under the provisions of subsection (g) of this
section or who otherwise operates the ADAD in violation of this
section or a commission order is subject to an administrative
penalty of not more than $1,000 for each day or portion of a day
during which the ADAD was operating in violation of this
section. However, nothing in this subsection is intended to limit
the commission’s authority under §1.321 of the Public Utility
Regulatory Act.
This agency hereby certifies that the proposal has been reviewed by
legal counsel and found to be a valid exercise of the agency’s authority.
Issued in Austin, Texas, on May 14, 1996.
TRD-9606687 Paula Mueller
Secretary of the Commission
Public Utility Commission of Texas
Earliest possible date of adoption: June 24, 1996
For further information, please call: (512) 458-0100
♦ ♦ ♦
Part VI. Texas Motor Vehicle
Commission
Chapter 101. Practice and Procedure
Adjudicative Proceedings and Hearings
• 16 TAC §101.66
The Texas Motor Vehicle Board of the Texas Department of Transpor-
tation proposes new §101.66, concerning Submission of Amicus Briefs
to the Board. This new section specifies a deadline for amicus briefs to
be submitted to the Board, and replaces a proposed amendment to
§101.63 which was published in the February 13, 1996 issue of the
Texas Register (21 TexReg 1019). The amendment to §101.63 is
simultaneously being withdrawn upon filing of this new section.
New §101.66 is being proposed in order to provide clarification regard-
ing the time allowed for an amicus to submit a brief for review by the
Board.
Brett Bray, Director, Motor Vehicle Division, has determined that for the
first five-year period the section is in effect there will be no fiscal
implications for state or local government as a result of enforcing or
administering the section. There will be no significant impact on local
economies or overall employment as a result of enforcing or adminis-
tering the section.
Mr. Bray has also determined that for each of the first five years the
rule is in effect the public benefit anticipated from enforcement of the
proposed rule will be better communication between interested parties
and the board regarding controversial issues addressed in contested
cases. There will be no effect on small businesses and there is no
anticipated additional cost to persons required to comply with this
section as proposed.
Comments on the proposed rule may be submitted to Brett Bray,
Director, Motor Vehicle Division, P.O. Box 2293, Austin, Texas 78768.
Please submit ten copies. The Texas Motor Vehicle Board will consider
the final adoption of the proposed rule at its meeting on June 27, 1996.
The deadline for proposed amendments will be 5:00 p. m., on June 17,
1996.
The new rule is proposed under the Texas Motor Vehicle Commission
Code, §3.06, which provides the Board with authority to adopt rules as
necessary and convenient to effectuate the provisions of this Act.
Texas Motor Vehicle Commission Code, §101.63 is affected by the
proposed new rule.
§101.66. Submission of Amicus Briefs. Any amicus brief filed by
an interested party in a contested case for consideration by the
members of the board in their decision must be filed with the board
at least seven days prior to the date of the board meeting at which
the case is scheduled for consideration and decision. Any amicus
brief not filed within such time will not be considered by the
members of the board, unless good cause may be shown why this
deadline should be waived or extended.
This agency hereby certifies that the proposal has been reviewed by
legal counsel and found to be a valid exercise of the agency’s authority.
Issued in Austin, Texas, on May 15, 1996.
TRD-9606703 Brett Bray
Director, Motor Vehicle Division
Texas Motor Vehicle Commission
Proposed date of adoption: June 27, 1996
For further information, please call: (512) 505-5102
♦ ♦ ♦
Chapter 105. Advertising
• 16 TAC §105.4, §105.10
The Motor Vehicle Board of the Texas Department of Transportation
proposes amendments to §105.4, concerning Definitions and §105.10,
concerning the regulation of motor vehicle dealers advertising motor
vehicles for sale or lease.
The amendment to §105.4 adds on-line communication to the various
media listed as carrying advertisements of motor vehicles.
The amendment to §105.10 clarifies the fees which are excludable
from the advertised price of a new or used motor vehicle.
Brett Bray, Director, Motor Vehicle Division, has determined that for the
first five-year period the sections are in effect there will be no fiscal
implications for state or local government as a result of enforcing or
administering the sections.
There will be no significant impact on local economies or overall
employment as a result of enforcing or administering the sections.
Mr. Bray has also determined that for each of the first five years the
amendments are in effect the public benefit anticipated as a result of
enforcing the sections will be increased protection from false advertis-
ing, which can occur through on-line sources as well as it can through
other media. In addition, the public will benefit from resolved ambiguity
regarding exactly what fees a dealer may exclude from the list price of
vehicles. There will be no effect on small businesses and no antici-
pated additional cost to persons required to comply with the amend-
ments as proposed.
Comments on the proposed rules may be submitted to Brett Bray,
Director, Motor Vehicle Division, P.O. Box 2293, Austin, Texas 78768.
Please submit ten copies. The Texas Motor Vehicle Board will consider
the final adoption of the proposed rules at its meeting on June 27,
1996. The deadline for proposed amendments will be 5:00 p.m., on
June 10, 1996.
The amendments are proposed under the Texas Motor Vehicle Com-
mission Code, §3.06, which provides the Board with authority to adopt
rules necessary and convenient to effectuate the provisions of this Act.
Texas Motor Vehicle Commission Code, §5.01A is affected by the
proposed amendments.
§105.4. Definitions. The following words and terms, when used in
this chapter, shall have the following meanings, unless the context
clearly indicates otherwise.
Advertisement–An oral, written, graphic, or pictorial state-
ment made in the course of soliciting business, including, without
limitation, a statement or representation made in a newspaper,
magazine, or other publication, or contained in a notice, sign, poster,
display, circular, pamphlet, or letter, or on radio , the Internet, or
via an on-line computer service, or on television. The term does
not include an in-person oral communication by a dealer’s
employee with a prospective purchaser.
Internet–A system that connects computers or computer
networks.
On-line service–A network that connects computer users.
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§105.10. Dealer Price Advertising.
(a) The featured price of a new or used motor vehicle, when
advertised, must be the full cash price for which the vehicle will be
sold to any and all members of the buying public. The only charges
that may be excluded from the advertised price are:
(1) any registration, certificate of title, license fees, or
an additional registration fee, if any, charged by a full service
deputy as provided by County Road and Bridge Act, §4.202(g)
[state and local taxes] ;
(2) any taxes [license]; and
[(3) title;
[(4) deputy; and]
(3)[(5)] any other fees or charges that are set or
prescribed by law, that are not more than the amounts allowed
by law, and that are connected with the sale or inspection of a
motor vehicle [documentary fee].
(b)-(e) (No change.)
This agency hereby certifies that the proposal has been reviewed by
legal counsel and found to be a valid exercise of the agency’s authority.
Issued in Austin, Texas, on May 15, 1996.
TRD-9606705 Brett Bray
Director, Motor Vehicle Division
Texas Motor Vehicle Commission
Proposed date of adoption: June 27, 1996
For further information, please call: (512) 505-5102
♦ ♦ ♦
TITLE 22. EXAMINING BOARDS
Part XXXI. Texas State Board of
Examiners of Dietitians
Chapter 711. Dietitians
• 22 TAC §§711.2, 711.5, 711.16, 711.17, 711.21
The Texas State Board of Examiners of Dietitians (board) proposes
amendments to §§711.2, 711.5, 711.16, 711.17, and new §711.21,
concerning licensed dietitians and provisional licensed dietitians. Spe-
cifically, the sections cover the board’s operation; experience require-
ments for examination; clarification of continuing education
requirements; inactive status; and suspension of a license for failure to
pay child support.
The amendments will update existing sections relating to the regulation
of dietitians. Specifically, in Section 711.2(s)(F) the examination fee
was deleted because the board does not collect the examination fee.
This change accurately reflects the longstanding fee and examination
process provided by the Commission on Dietetic Registration of the
American Dietetic Association or its designee. Section 711.2(s)(H)
adds a new fee for reinstatement of a license suspended for failure to
pay child support. Section 711.5(d)(E) and (iv) is being amended to
correct references to subsections. Section 711.16(c) (1) and (3) is
amended to simplify the procedures for inactive license status. Section
711.17(g)(7) and §711.17(i)(1) is amended to clarify continuing educa-
tion requirements. Section 711.21 establishes procedures for suspen-
sion and reinstatement of a license for failure to pay child support in
accordance with the Family Code, Chapter 232 as added by Acts 1995,
74th Legislature, Chapter 751, §85 (House Bill 433).
Debbie Bradford, Executive Secretary, has determined that for the first
five-year period that the sections are in effect, there will be no fiscal
implication for state or local governments as a result of enforcing or
administering the sections as proposed.
Ms. Bradford also has determined that for each year of the first five
years that the sections are in effect, the public benefit anticipated as a
result of enforcing the sections will be to assure the appropriate the
regulation of dietitians and continue to identify competent practitioners.
There will be no cost to small businesses. There is an anticipated
economic cost of $40 to persons for reinstatement of a license sus-
pended for failure to pay child support. There will be no impact on local
employment.
Comments on the proposal may be submitted to Debbie Bradford,
Executive Secretary, Texas State Board of Examiners of Dietitians,
1100 West 49th Street, Austin, Texas 78756-3183, (512) 834-6601.
Comments will be accepted for 30 days from the date of publication of
this proposal in the Texas Register.
The amendments and new section are proposed under the Licensed
Dietitian Act, Texas Civil Statutes, Article 4512h, §6, which provides
the Texas State Board of Examiners of Dietitians with the authority to
adopt rules concerning the regulation and licensure of dietitians; §8
relating to rules on fees; and §12 relating to rules on inactive status.
The amendments and new section affect Texas Civil Statutes, Article
4512h.




(2) Schedule of fees for licensure as a dietitian, tempo-
rary licensed dietitian, and a provisional licensed dietitian:
(A)-(E) (No change.)
[(F) examination fee–$75;]
(F)[(G)] application processing fee for preplanned
professional experience approval–$500; [and]
(G)[(H)] inactive status fee–$20; and[.]
(H) child support reinstatement fee–$40.
(3)-(8) (No change.)
(t) (No change. )
§711.5. Experience Requirements for Examination.
(a)-(c) (No change.)
(d) Guidelines specific to preplanned professional experi-
ence programs beyond the undergraduate level.
(1)-(3) (No change.)
(4) The curriculum guidelines are as follows.
(A)-(D) (No change.)
(E) The curriculum shall include a minimum of 450
clock hours of supervised and directed work experience, as set out in
§711.9(a)(4) [§711.9(b)(2)] of this title (relating to Provisional Li-
censed Dietitians), at a level of professional responsibility equivalent
to that of a licensed dietitian, as set out in §711.3(b) of this title
(relating to the Profession of Dietetics), plus a minimum of 450
clock hours of planned dietetic learning experiences with stated
objectives divided to meet one of the following areas of specializa-
tion.
(i)-(iii) (No change.)
(iv) Community nutrition programs shall provide
at least 40% of the curriculum in community nutrition, at least 10%
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of the curriculum divided between the education and consultation
areas of dietetics, at least 25% of the curriculum in clinical
dietetics, and at least 15% of the curriculum in foodservice systems
management. The primary sites for learning experiences shall in-
clude federal, state, and locally funded community health agencies.
The remaining 10% of the curriculum shall be planned to offer areas






(c) If the licensed dietitian wishes to reactivate the license,
the licensed dietitian must:
(1) request to return to active status in writing; [must
pay all accrued renewal fees (with a maximum of two renewal fees);
and]
(2) [must] furnish proof of having earned, during the
inactive period (minimum one year, maximum two years) six ap-
proved continuing education hours. Proof is to be furnished at the
time of reactivation; and[.]
(3) pay the applicable fees. The renewal fee shall be
prorated if the next renewal date after reactivation occurs less
than 12 months after the renewal date of licensure. Prorated fees
shall be rounded off to the nearest dollar.
(d)-(h) (No change.)
§711.17. Continuing Education Requirements.
(a)-(f) (No change.)
(g) Continuing education undertaken by a licensee for re-
newal shall be acceptable if the experience falls in one or more of
the following categories:
(1)-(6) (No change.)
(7) books or articles published by the licensee in relevant
professional books and referred journals. [Three clock] A minimum




(i) Continuing education experiences shall be credited as
follows.
(1) Completion of course work at or through an
accredited college or university shall be credited for each semester
hour on the basis of two clock hours of credit for each semester hour
successfully completed for credit or audit [as evidenced by a certifi-
cate of successful completion or official transcript].
(2) (No change.)
(j)-(1) (No change.)
§711.21. Suspension of License for Failure to Pay Child Support.
(a) On receipt of a final court or attorney general’s order
suspending a license due to failure to pay child support, the execu-
tive secretary shall immediately determine if the board has issued a
license to the obligor named on the order, and, if a license has been
issued:
(1) record the suspension of the license in the board’s
records;
(2) report the suspension as appropriate; and
(3) demand surrender of the suspended license.
(b) The board shall implement the terms of a final court or
attorney general’s order suspending a license without additional
review or hearing. The board will provide notice as appropriate to
the licensee or to others concerned with the license.
(c) The board may not modify, remand, reverse, vacate, or
stay a court or attorney general’s order suspending a license issued
under the Family Code, Chapter 232 as added by Acts 1995, 74th
Legislature Chapter 751, §85 (House Bill 433) and may not review,
vacate, or reconsider the terms of an order.
(d) A licensee who is the subject of a final court or attorney
general’s order suspending his or her license is not entitled to a
refund for any fee paid to the board.
(e) If a suspension overlaps a license renewal period, an
individual with a license suspended under this section shall comply
with the normal renewal procedures in the Act and this chapter;
however, the license will not be renewed until subsections (g) and
(h) of this section are met.
(f) An individual who continues to use the titles "licensed
dietitian", "provisional licensed dietitian", or "temporary licensed
dietitian" after the issuance of a court or attorney general’s order
suspending the license is liable for the same civil and criminal
penalties provided for engaging in the prohibited activity without a
license or while a license is suspended as any other license holder of
the board.
(g) On receipt of a court or attorney general’s order vacating
or staying an order suspending a license, the executive secretary
shall promptly issue the affected license to the individual if the
individual is otherwise qualified for the license.
(h) The individual must pay a reinstatement fee set out at
§711.2 of this title (relating to The Board’s Operation) prior to
issuance of the license under subsection (g) of this section.
This agency hereby certifies that the proposal has been reviewed by
legal counsel and found to be within the agency’s authority to adopt.
Issued in Austin, Texas, on May 15, 1996.
TRD-9606710 Maxine Freeman
Chair
Texas State Board of Examiners of Dietitians
Earliest possible date of adoption: June 24, 1996
For further information, please call: (512) 458-7236
♦ ♦ ♦
TITLE 28. INSURANCE
Part I. Texas Department of Insurance
Chapter 3. Life, Accident, and Health Insurance
Subchapter T. Minimum Standards for Medicare
Supplement Policies
• 28 TAC §3.3306
(Editor’s Note: The following section was originally submitted with other
amendments which were published in the May 21, 1996 issue of the Texas
Register.)
The Texas Department of Insurance proposes an amendment to
§3.3306, concerning minimum standards for Medicare supplement
policies. The amendment is necessary to provide uniformity and com-
pliance with the federal regulations in the Medicare program.
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The amendment to §3.3306(1)(A) and (E) makes changes to general
standards resulting from passage of HR 5252. Section 3.3306(1)(A)(ii)
has been added to provide that if a Medicare supplement policy or
certificate replaces another policy or certificate that has been in effect
for at least six months, the replacing policy shall not provide any time
period applicable to preexisting conditions, waiting periods, elimination
periods and probationary periods for benefits. Section 3.3306(1)(E)(ii)
is changed to provide for continuation of benefits under the group plan
until there are no longer any certificate holders of the group policy
terminated by the group policyholder remaining who have opted for
continuation of benefits under the group plan. The amendment to
§3.3306(1)(G) deletes language dealing with the refund of premiums
for retroactively determined periods of Medicaid eligibility. Changes to
§3. 3306(2) and (3) make miscellaneous and conforming changes in
accordance with Health Care Financing Administration recommenda-
tions for the Texas Medicare supplement certification program. Pro-
posed amendment to §3.3306(4) makes miscellaneous and conforming
changes to correctly identify the section of this subchapter which
relates to Medicare Select Policies and Certificates, and makes miscel-
laneous and conforming changes more clearly identifying available
benefit plans. The change to §3.3306(5) more clearly states the re-
quirements for composition of benefit plans.
Tyrette Hamilton, deputy commissioner, Life/Health Group, has deter-
mined that for the first five-year period the proposed section will be in
effect, there will be no fiscal implications for state or local government
or small businesses as a result of enforcing or administering the
section, and that there will be no impact on local employment or the
local economy.
Ms. Hamilton also has determined that for each year of the first five
years the amendment is in effect, the public benefit anticipated as a
result of enforcing the section will be greater uniformity with the federal
regulations and greater accessibility to Medicare supplement coverage
for individuals under age 65 who qualify for Medicare benefits. There is
no anticipated difference in cost of compliance between large and
small businesses. There is no anticipated economic cost to issuers
who are required to comply with the proposed sections resulting from
the portions of amendment to the section made in compliance with the
federal regulations in the Medicare program that have resulted from
recent federal legislation, and which are necessary and essential for
Texas to retain its required federal certification as an approved Medi-
care supplement regulatory program. The anticipated cost of compli-
ance for issuers who must comply with the proposed section as a
whole is between zero and $25,000, depending on the method of
compliance chosen by the issuer. This cost component is attributable
primarily to the potential costs of product development and approval,
and marketing strategies employed by an issuer in connection with the
offering of Medicare supplement coverage to persons under age 65
who qualify for Medicare benefits.
Comments on the proposal must be submitted within 30 days after
publication of the proposed sections in the Texas Register, to the Chief
Clerk, P.O. Box 149104, Mail Code 113-1C, Austin, Texas
78714-9104. An additional copy of the comment must be submitted to
Tyrette Hamilton, Deputy Commissioner, Life/Health Group, Mail Code
106-1A, Texas Department of Insurance, 333 Guadalupe Street, P.O.
Box 149104, Austin, Texas 78714-9104. Any requests for a public
hearing should be submitted separately to the Office of the Chief Clerk.
The amendment is proposed under the Insurance Code, Articles 3.74
and 1.03A. Article 3.74 provides that the department shall issue rea-
sonable rules to establish specific standards for provisions of Medicare
supplement policies, including requirements that are at least equal to
those required by federal law, and to establish standards to the extent
necessary for the state to obtain or retain certification as a state with an
approved regulatory program under 42 U.S.C. §1395ss. Article 1.03A
provides that the Commissioner of Insurance may adopt rules and
regulations to execute the duties and functions of the Texas Depart-
ment of Insurance as authorized by statute.
The following articles are affected by this proposal: Insurance Code
Articles 3.74, 3.74, 3.74, 21.21, 3.74, 3.74, 21.21, 3.42, 3.74, and 3.42.
§3.3306. Minimum Benefit Standards. No insurance policy, sub-
scriber contract, certificate, or evidence of coverage may be adver-
tised, solicited, or issued for delivery in this state as a Medicare
supplement policy unless the policy, contract, certificate, or evi-
dence of coverage meets the applicable standards in paragraphs (1)-
(3) of this section. These are minimum standards and do not
preclude the inclusion of other provisions or benefits which are not
inconsistent with these standards.
(1) General standards. The following standards apply to
Medicare supplement policies and are in addition to all other re-
quirements of this subchapter, the Insurance Code, Article 3.74, and
any other applicable law.
(A) A Medicare supplement policy shall [may] not
exclude or limit benefits [deny a claim] for losses incurred more
than six months from the effective date of coverage because it
involved [for] a pre-existing condition. The policy or certificate
may not define a pre-existing condition more restrictively than a
condition for which medical advice was given or treatment was
recommended by or received from a physician within six months
before the effective date of coverage.
(i) If a Medicare supplement policy or certificate
replaces another Medicare supplement policy or certificate, the
replacing issuer shall waive any time periods applicable to pre-
existing condition waiting periods, elimination periods, and proba-
tionary periods in the new Medicare supplement policy or certifi-
cate to the extent such time was spent under the original policy.
(ii) If a Medicare supplement policy or certifi-
cate replaces another Medicare supplement policy or certificate
which has been in effect for at least six months, the replacing
policy or certificate shall not provide any time period applicable
to preexisting conditions, waiting periods, elimination periods
and probationary periods for benefits.
(B)-(D) (No change.)
(E) Each Medicare supplement policy shall be guar-
anteed renewable and shall comply with the provisions of clauses
(i)-(iv) of this subparagraph.
(i) The issuer shall not cancel or nonrenew the
policy for any reason other than nonpayment of premium or material
misrepresentation.
(ii) If the Medicare supplement policy is termi-
nated by the group policyholder and is not replaced as provided in
clause (iv) of this subparagraph, the issuer shall offer certificate
holders [an individual] Medicare supplement coverage [policy]
which [(at the option of the certificate holder)] provides benefits as
set out in subclauses (I) or (II) of this clause, as follow:
(I) an individual Medicare supplement pol-
icy which (at the option of the certificate holder):
(-a-)[(I)] provides for continuation of the
benefits contained in the group policy; or
(-b-)[(II)] provides for [such] benefits that
[as] otherwise meet the requirement of this subsection; or
(II) continuation of benefits under the group
plan until there are no longer any certificate holders remaining
who have opted for continuation of benefits under the group
policy terminated by the policyholder.
(iii) (No change.)
(iv) If a group Medicare supplement policy is
replaced by another group Medicare supplement policy purchased by
the same policyholder, the [succeeding] issuer of the replacement
policy shall offer coverage to all persons covered under the old
group policy on its date of termination. Coverage under the new
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policy shall not result in any exclusion of preexisting conditions that
would have been covered under the group policy being replaced.
(F) (No change.)
(G) A Medicare supplement policy or certificate shall
provide that benefits and premiums under the policy or certificate
shall be suspended at the request of the policyholder or certificate
holder for the period (not to exceed 24 months) in which the
policyholder or certificate holder has applied for and is determined
to be entitled to medical assistance under Title XIX of the Social
Security Act, but only if the policyholder or certificate holder
notifies the issuer of such policy or certificate within 90 days after
the date the individual becomes entitled to such assistance. [Upon
receipt of timely notice, the issuer shall return to the policyholder or
certificate holder that portion of the premium attributable to the
period of Medicaid eligibility, subject to adjustment for paid claims.]
(i) If [such] suspension occurs and if the policy-
holder or certificate holder loses entitlement to [such] medical
assistance, the [such] policy or certificate shall be automatically
reinstituted (effective as of the date of termination of [such] entitle-
ment) as of the termination of [such] entitlement if the policyholder
or certificate holder provides notice of loss of [such] entitlement
within 90 days after the date of [such] loss an pays the premium
attributable to the period, effective as of the date of termination of
[such] entitlement.
(ii) (No change.)
(2) Standards for the basic (core) ["core"] benefits com-
mon to all benefit plans. Every issuer shall make available a policy
or certificate including only the basic "core" package of benefits
described in subparagraphs (A)-(E) of this paragraph to each pro-
spective insured. An issuer may make available to prospective
insureds any of the other Medicare supplement insurance benefit
plans in addition to the basic core ["core"] package, but not in lieu
of it [that package]. The basic core ["core"] benefits shall consist of
the following:
(A)-(E) (No change.)
(3) Standards for Additional Benefits. The additional
benefits as uniformly defined in subparagraphs (A)-(K) of this
paragraph shall be included in Medicare Supplement Benefit Plans
"B" through "J" only as provided in paragraph (5)(A)-(J) [para-
graphs (5)-(12)] of this section.
(A)-(E) (No change.)
(F) Basic Outpatient Prescription Drug Benefit–Cov-
erage for 50 percent of outpatient prescription drug charges, after a
$250 calendar year deductible, to a maximum of $1,250 in benefits
[or services] received by the insured per calendar year, to the extent
not covered by Medicare.
(G) Extended Outpatient Prescription Drug Bene-
fit–Coverage for 50 percent of outpatient prescription drug charges,
after a $250 calendar year deductible to a maximum of $3,000 in
benefits [or services] received by the insured per calendar year, to
the extent not covered by Medicare.
(H) (No change.)
(I) Preventive Medical Care Benefit or Services-
Coverage for the preventive health services described in clauses (i)-
(iv) of this subparagraph. Coverage for preventive dedical care
benefits or services shall be for the actual charges up to 100% of the
Medicare-approved amount for each service, as if Medicare were to
cover the service as identified in American Medical Association
Current Procedural Terminology (AMA CPT) codes, to a meximum
of $120 annually under this benefit. This benefit shall not include
payment for any procedure coverred by Medicare:
(i) (No change.)
(ii) any one or a combination of the following
preventive screening tests or preventive services, the frequency of
which is considered medically appropriate:
(I) fecal occult blood test [and/]or digital rectal
examination, or both;
(II)-(VII) (No change.)
(iii) -(iv) (No change.)
(J) At-Home Recovery Benefit-Coverage for services
to provide short-term, at-home assistance with activities of daily
living for those recovering from an illness, injury, or surgery.
(i) For purposes of this benefit, the following
definitions in subclauses (I)-(IV) of this clause shall apply.
(I) (No change.)
(II) Care provider means a duly qualified or
licensed home health aide[/] or homemaker, personal care aide, or
nurse provided through a licensed home health care agency or
referred by a licensed referral agency or licensed nurses registry.
(III)-(IV) (No change.)
(ii)-(iii) (No change.)
(K) New or Innovative Benefits–Any benefit which
an issuer may, with the prior approval of the commissioner, offer in
addition to the benefits provided in a policy or certificate that
otherwise complies with the applicable standards. The [Such] new
or innovative benefits may include benefits that are appropriate to
Medicare supplement insurance, new or innovative, not otherwise
available, cost-effective, and offered in a manner which is consistent
with the goal of simplification of Medicare supplement policies.
(4) Requirement of uniformity for all Medicare supple-
ment benefit plans. An issuer shall make available only those
groups, packages or combinations of Medicare supplement benefits
as described in this section, unless otherwise permitted by provisions
of paragraph (3)(K) of this section and in §3.3325 [§3.3324] of this
title (relating to Medicare Select Policies, Certificates and Plans of
Operation). Benefit plans shall be uniform in structure, language,
designation and format to the standard benefit plan "A", defined as
the basic core ["core"] plan of benefits in paragraph (2) of this
section and described in paragraph (5) (A) of this section, and
benefit plans "B" through "J", described in paragraph (5)(A)-(J)
[paragraphs (6)-(14)] of this section. All benefit plans shall conform
to the definitions set out in §3.3303 of this title (relating to Defini-
tions) and §3.3304 of this title (relating to Policy Definitions and
Terms). Each benefit shall be structured in accordance with the
format provided in paragraphs (2) and (3) of this section. Each
benefit plan shall list the benefits in the order shown in paragraph
(5) (A)-(J) [paragraphs (5)-(14)] of this section. For purposes of this
paragraph, "structure, language, and format" means style, arrange-
ment and overall content of a benefit. In addition to the benefit plan
designations required in this paragraph, an issuer may use other
designations to the extent permitted by law.
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(5) Make-up of Benefit Plans. Subparagraphs (A) -(J)
of this paragraph set out the composition of benefit plans. Each
benefit plan shall meet the requirements of this subchapter.
(A) [(5)] Standardized Medicare Supplement Benefit
Plan "A". Medicare supplement benefit Plan "A" shall include only
the Core Benefits common to All Benefit Plans, as defined in
paragraph (2) of this section.
(B) [(6)] Standardized Medicare Supplement Benefit
Plan "B". Medicare supplement benefit Plan "B" shall include only
the Core Benefits as defined in paragraph (2) of this section, plus the
Medicare Part A Deductible as defined in paragraph (3) of this
section.
(C)[(7)] Standardized Medicare Supplement Benefit
Plan "C". Medicare supplement benefit Plan "C" shall include only
the Core Benefit as defined in paragraph (2) of this section, plus the
Medicare Part A Deductible, Skilled Nursing Facility Care, Medi-
care Part B Deductible and Medically Necessary Emergency Care in
a Foreign Country as defined in paragraph (3) of this section.
(D)[(8)] Standardized Medicare Supplement Benefit
Plan "D". Medicare supplement benefit Plan "D" shall include only
the Core Benefit as defined in paragraph (2) of this section, plus the
Medicare Part A Deductible, Skilled Nursing Facility Care, Medi-
cally Necessary Emergency Care in a Foreign Country and the At-
Home Recovery Benefit as defined in paragraph (3) of this section.
(E)[(9)] Standardized Medicare Supplement Benefit
Plan "E". Medicare supplement benefit Plan "E" shall include only
the Core Benefit as defined in paragraph (2) of this section, plus the
Medicare Part A Deductible, Skilled Nursing Facility Care, Medi-
cally Necessary Emergency Care in a Foreign Country and Preven-
tive Medical Care as defined in paragraph (3) of this section.
(F)[(10)] Standardized Medicare Supplement Benefit
Plan "F". Medicare supplement benefit Plan "F" shall include only
the Core Benefit as defined in paragraph (2) of this section, plus the
Medicare Part A Deductible, the Skilled Nursing Facility Care, the
Part B Deductible, One Hundred Percent of the Medicare Part B
Excess Charges, and Medically Necessary Emergency Care in a
Foreign Country as defined in paragraph (3) of this section.
(G)[(11)] Standardized Medicare Supplement Benefit
Plan "G". Medicare supplement benefit Plan "G" shall include only
the Core Benefit as defined in paragraph (2) of this section, plus the
Medicare Part A Deductible, Skilled Nursing Facility Care, Eighty
Percent of the Medicare Part B Excess Charges, Medically Neces-
sary Emergency Care in a Foreign Country, and the At-Home
Recovery Benefit as defined in paragraph (3) of this section.
(H)[(12)] Standardized Medicare Supplement Benefit
Plan "H". Medicare supplement benefit Plan "H" shall include only
the Core Benefit as defined in paragraph (2) of this section, plus the
Medicare Part A Deductible, Skilled Nursing Facility Care, Basic
Prescription Drug Benefit and Medically Necessary Emergency Care
in a Foreign Country as defined in paragraph (3) of this section.
(I)[(13)] Standardized Medicare Supplement Benefit
Plan "I". Medicare supplement benefit Plan "I" shall include only the
Core Benefit as defined in paragraph (2) of this section, plus the
Medicare Part A Deductible, Skilled Nursing Facility Care, One
Hundred Percent of the Medicare Part B Excess Charges, Basic
Prescription Drug Benefit, Medically Necessary Emergency Care in
a Foreign Country and At-Home Recovery Benefit as defined in
paragraph (3) of this section.
(J)[(14)] Standardized Medicare Supplement Benefit
Plan "J". Medicare supplement benefit Plan "J" shall include only
the Core Benefit as defined in paragraph (2) of this section, plus the
Medicare Part A Deductible, Skilled Nursing Facility Care, Medi-
care Part B Deductible, One Hundred Percent of the Medicare Part B
Excess Charges, Extended Prescription Drug Benefit, Medically
Necessary Emergency Care in a Foreign Country, Preventive Medi-
cal Care and At-Home Recovery Benefit as defined in paragraph (3)
of this section.
This agency hereby certifies that the proposal has been reviewed by
legal counsel and found to be within the agency’s authority to adopt.
Issued in Austin, Texas, on May 9, 1996.
TRD-9606933 Alicia M. Fechtel
General Counsel and Chief Clerk
Texas Department of Insurance
Earliest possible date of adoption: June 24, 1996
For further information, please call: (512) 463-6327
♦ ♦ ♦
Title 34. PUBLIC FINANCE
Part I. Comptroller of Public Accounts
Chapter 3. Tax Administration
Subchapter O. State Sales and Use Tax
• 34 TAC §3.364
The Comptroller of Public Accounts proposes new §3.364, concerning
staff leasing services. The new section clarifies services performed by
staff leasing companies as defined under the Tax Code, §151.057.
Mike Reissig, chief revenue estimator, has determined that for the first
five-year period the section will be in effect there will be no significant
revenue impact to state or local government as a result of enforcing the
section.
Mr. Reissig also has determined that for each year of the first five years
the section is in effect the public benefit anticipated as a result of
enforcing the section will be in providing new information regarding tax
responsibilities. This section is adopted under the Tax Code, Title 2,
and does not require a statement of fiscal implications for small
businesses. There is no significant anticipated economic cost to indi-
viduals who are required to comply with the section as proposed.
Comments on the new section may be submitted to Karey W. Barton,
Manager, Tax Policy Division, P.O. Box 13528, Austin, Texas 78711.
The new section is proposed under the Tax Code, §111.002, which
provides the comptroller with the authority to prescribe, adopt, and
enforce rules relating to the administration and enforcement of the
provisions of the Tax Code, Title 2.
The new section implements the Tax Code, §151.057.
§3.364. Staff Leasing Services.
(a) Definitions. The following words and terms, when used
in this section, shall have the following meanings, unless the context
clearly indicates otherwise.
(1) Assigned employee–An employee who is assigned to
a client company by a staff leasing company, whose work is
performed in this state, and as to whom the staff leasing company
and the client company share employment responsibilities. The term
does not include an employee or independent contractor retained or
hired by a client company for a limited period of time to support or
supplement a client company’s workforce in a special work situa-
tion, including:
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(A) an employee absence;
(B) a temporary skill shortage;
(C) a seasonal workload; or
(D) a special assignment or project.
(2) Client company–A person that contracts with a staff
leasing company and is assigned employees by the staff leasing
company under the contract.
(3) Independent contractor–A person who contracts to
perform work or provide a service for the benefit of another and
who:
(A) is paid by the job even when consideration is
based on a time measured basis;
(B) is free to hire as many helpers as the person
desires and to determine what each helper will be paid;
(C) is free to work for other customers, or to send
helpers to work for other customers, while under contract to the
hiring customer; and
(D) is in control of the details of the work and the
right to terminate the employment of its employees.
(4) Shared employment relationship–An employment re-
lationship among an assigned employee, client company, and staff
leasing company in which by written contract and in fact the staff
leasing company and client company share employment responsibili-
ties.
(5) Staff leasing company–A business that offers staff
leasing services and is licensed under the Labor Code, Chapter 91,
or a business that offers staff leasing services but is exempt from
licensing requirements by the Labor Code, §91.001, Subsections
(10) and (11)(C), as an entity listed on the New York Stock
Exchange with assets that exceed one billion dollars.
(6) Staff leasing services–Services performed by as-
signed employees, together with personnel management services,
such as employee benefit and payroll services, performed by the
staff leasing company and related to shared employees, for the client
company under a written contract between the staff leasing company
and the client company that provides for a shared employment
relationship as to the assigned employees.
(b) Tax responsibilities of persons who perform staff leasing
services.
(1) Sales tax is not due on staff leasing services if all of
the following conditions are met:
(A) at least 75% of the assigned employees providing
services under the staff leasing contract were previously employees
of the client company for a period of at least three months immedi-
ately prior to commencement of the staff leasing contract;
(B) none of the assigned employees were employed
previously:
(i) by the company providing staff leasing services
under the contract unless the previous employment was through a
shared employment relationship; or
(ii) by an entity that previously provided or cur-
rently provides taxable services to the client company; and
(C) a shared employment relationship exists between
the client company and the staff leasing company as to the assigned
employees.
(2) The following are exceptions to paragraph (1) of this
subsection.
(A) A staff leasing contract must comply only with
paragraph (1)(B) and (C) of this subsection when the client company
has been in operation for less than a year; provided that a client
company that has been in existence less than a year solely due to a
change in legal entity, merger, or corporate reorganization must
meet all three conditions. In the latter situation, the combined
experience of all entities involved in such legal change, merger, or
corporate reorganization will be considered when applying the tests
set forth in paragraph (1) of this subsection.
(B) When a staff leasing company enters into a con-
tract with a client company that previously was in a shared employ-
ment relationship with another staff leasing company immediately
prior to the effective date of such new contract, the shared employ-
ees will be considered employees of the client company in meeting
the requirement in paragraph (1)(A) of this subsection.
(C) A staff leasing contract that has met the qualifica-
tions in paragraph (1) of this subsection will not have to re-qualify if
an employee assigned under the contract is fired or resigns and is
replaced. However, a contract must re-qualify under paragraph (1)
if, within six months after it is entered into, all of the assigned
employees or an identifiable segment of the assigned employees are
replaced by:
(i) employees previously employed by the staff
leasing company unless the previous employment was through a
shared employment relationship with another client company; or
(ii) employees of an entity that previously pro-
vided or currently provides taxable services to the client company.
(D) If the scope of an existing staff leasing contract is
expanded to increase the volume of services of the type already
provided by the staff leasing company by adding employees to
perform the same work functions of employees already under the
contract (e. g., another shift is added), the amended contract must
meet the qualifications in paragraph (1)(B)(i) and (C) of this subsec-
tion.
(E) If the scope of an existing staff leasing contract is
expanded to include services not previously provided by the staff
leasing company by adding employees to perform functions that are
not currently performed by employees under the contract (e.g.,
employees are added to perform debt collection services for a client
who previously had not performed those services in house), the
amended contract must meet the qualifications in paragraph (1)(B)
and (C) of this subsection.
(3) The client company and the staff leasing company
must sign a written certification that the staff leasing contract or
amendments to the contract meet the requirements and conditions set
out in this section, and both parties must retain a copy of the
certification in their files.
(4) If a contract does not meet the conditions for exemp-
tion set out in subsection (b), taxable services as defined in the Tax
Code, §151.0101, performed under the contract are subject to sales
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tax, unless purchased for resale as provided in §3.285 of this title
(relating to Sales for Resale; Resale Certificates).
(5) When both nontaxable staff leasing services and tax-
able services are being performed under the same contract, the
parties to the contract should separately identify the taxable from
nontaxable services in a contract and the charges applicable to each.
Failure to separate the charges will result in the entire contract being
presumed to be for taxable services. Documentation that clearly
defines the work being performed should be retained by both parties
to show that had the nontaxable staff leasing services and taxable
services been performed independently of each other, the cost of
each would be reasonably near the allocation of charges. Examples
of acceptable documentation include written contracts which detail
the scope of work, bid sheets, tally sheets, payroll records, and job
descriptions. If there is not a written contract signed by both parties
clearly showing agreement as to the taxable and nontaxable work
being performed, the customer and the service provider may prepare
a written certification verifying the allocation of nontaxable staff
leasing and taxable services. All services performed will be pre-
sumed to be taxable if the parties fail to provide the written
certification. The comptroller may recalculate the charges if the
allocation appears unreasonable and either party may be held re-
sponsible for the additional tax due.
(c) Independent contractor. Staff leasing services do not
include services performed by an independent contractor regardless
of the status of the contractor as a licensed staff leasing company.
(d) Temporary help service. For information on the taxabil-
ity of services performed by a temporary help service, see §3.356 of
this title (relating to Real Property Service).
This agency hereby certifies that the proposal has been reviewed by
legal counsel and found to be within the agency’s authority to adopt.
Issued in Austin, Texas, on May 14, 1996.
TRD-9606663 Martin Cherry
Chief General Law
Comptroller of Public Accounts
Earliest possible date of adoption: June 24, 1996
For further information, please call: (512) 463-4028
♦ ♦ ♦
Part IV. Employees Retirement System
of Texas
Chapter 81. Insurance
• 34 TAC §§81.1, 81.7, 81.11
The Employees Retirement System of Texas (ERS) proposes amend-
ments to §§81.1, 81.7 and 81.11. Section 81.1 concerns the definition
of insurance salary in the Uniform Group Insurance Program (UGIP)
and will bring the rules into conformance with Senate Bill 102, 74th
Texas Legislature, Regular Session. Proposed amendments to §81.7
concern enrollment and participation and clarify when participants in
the UGIP are eligible to make changes to their coverage. Proposed
amendments to §81.11 concern termination of coverage relating to the
misrepresentation or fraud by a participant in attempting to attain
coverage under the UGIP and will bring the rules into conformance with
Article 3.50-2, Texas Insurance Code, as amended by Senate Bill
1231, 74th Texas Legislature, Regular Session.
William S. Nail, General Counsel, has determined that for the first five-
year period the section is in effect there will be no fiscal implications for
state or local government as a result of enforcing or administering the
amended rules.
Mr. Nail also has determined that for each of the first five years the
rules as proposed are in effect the benefits to participants will be a
higher salary level for determining the amount of term insurance that
may be purchased, clarification concerning when participants may
make coverage changes, and rules to set forth when coverage may be
determined for fraud or misrepresentation. There will be no effect on
small businesses.
Comments on the proposed amendments may be submitted to William
S. Nail, General Counsel, P.O. Box 13207, Austin, Texas
78711-3207.
These amendments are proposed under the Insurance Code, Article
3.50-2 §4A, which provides the ERS with the authority to promulgate all
rules and regulations necessary to implement and to administer the
Uniform Group Insurance Program.
Statutes affect by these amendments are Insurance Code, Article
3.50-2.
§81.1. Definitions. The following words and terms, when used in
this chapter, shall have the following meanings, unless the context
clearly indicates otherwise.
§81.7. Enrollment and Participation.
(a) Full-time employees and their dependents.
(1)-(3) (No change.)
(4) [Unless not in compliance with Chapter 85 of this
title (relating to Flexible Benefits),] A [a] newborn natural child or
eligible newborn grandchild will be covered immediately and auto-
matically from the date of birth in the health plan in effect for the
employee or retiree.
(A) If there are no other dependents covered at the
time of birth, the newborn natural child or eligible newborn grand-
child will be automatically covered in the same health plan in which
the employee or retiree is then covered. Unless not in compliance
with Chapter 85 of this title (relating to Flexible Benefits), to
[To] continue coverage for more than 30 days after the date of birth,
an application for health coverage must be submitted within 30 days




(f) Changes in coverages beyond the first 31 days of eligi-
bility.
(1)-(2) (No change.)
(3) An employee or retiree who wishes to add eligible
dependents to the employee’s or retiree’s HMO coverage may do so
during the annual enrollment period, when a dependent [spouse]
terminates employment, when a dependent loses health coverage for
reasons other than voluntary cancellation, when a dependent
changes employment status, [when a dependent moves into the
service area of the employee’s or retiree’s HMO,] and as provided in
paragraph (10) of this subsection, unless not in compliance with
Chapter 85 of this title. The effective date of coverage will be the
first day of the month following the event date if an application
is completed and signed on or within 30 days following the date
of dependent became eligible under this rule.
[(4) An employee or retiree, who moves his or her place
of residence into an HMO service area, is eligible to apply for
coverage on or within the first 30 days after the date of residence in
the HMO service area. Coverage will become effective on the first
of the month following the date of application.]
(4)[(5)] An employee, retiree, or other participant, who is
enrolled in an approved HMO and permanently moves his or her
place of residence out of that HMO’s service area to a location
where the participant is no longer eligible to be enrolled in any
approved HMO, will be allowed to enroll in the self-insured health
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plan and other optional coverages held immediately prior to the date
of change in residence. Coverage in the HMO will be canceled on
the last day of the month in which the previously described em-
ployee, retiree, or other participant moved from the service area, and
the coverages in the self-insured health plan will become effective
on the day following the day HMO coverage is canceled. The
evidence of insurability rule shall not apply in these cases. The
preexisting conditions exclusion shall apply if the return to the self-
insured health plan occurs within 12 months of the initial date of
coverage under the current term of employment, as defined in
subsection (g)(3) of this section.
(5)[(6)] When a covered dependent of an employ-
ee/retiree permanently moves out of the employee/retiree’s HMO
service area, the employee/retiree must make one of the following
elections, to become effective on the first day of the month follow-
ing the date the dependent moved out of the employee/retiree’s
HMO service area:
(A) drop the ineligible dependent; or
(B) change coverage to an HMO for which the em-
ployee/retiree and covered dependent are eligible. If there is no
HMO for which all are eligible, then the employee/retiree and
covered dependent may enroll in the self-insured health plan. The
evidence of insurability rule shall not apply. The preexisting condi-
tions exclusion shall apply if the return to the self-insured health
plan occurs within 12 months of the initial date of coverage under
the current term of employment, as defined in subsection (g)(3) of
this section.
(6)[(7)] Persons wishing to change from one HMO to
another HMO in the same service area, change from the self-insured
health plan to an HMO, enroll in a dental plan, or change dental
plans will be allowed an annual opportunity to do so. Such opportu-
nity will be scheduled prior to September 1 of each year at times
announced by the system. Persons in a declined or canceled status
may apply for coverages in an HMO for which they are eligible and
a dental plan during the annual enrollment period. Coverage in the
HMO will be effective September 1. An employee who re-enrolled
after the close of the annual opportunity but prior to September 1 of
the same calendar year shall have until August 31 of that calendar
year to make changes as allowed above to be effective September 1.
(7)[(8)] Participants who are enrolled in the self-insured
health plan and do not reside in any HMO service area will be
provided an annual opportunity to enroll eligible dependents in
dependent health coverage without evidence of insurability. Such
opportunity will be scheduled during the annual enrollment period.
Coverage will be effective September 1.
(8)[(9)] Unless not in compliance with Chapter 85 of this
title, an employee or retiree who wishes to decrease or cancel
coverage may do so at any time. Coverage will continue through the
last day of the month following the date of application.
(9)[(10)] An eligible dependent spouse or child who has
health coverage as an employee under the program becomes eligible
for coverage as a dependent on the day following termination of
employment. Eligible dependent children who have health coverage
in the program as dependents of an employee who terminates
employment also become eligible for coverage on the day following
termination of employment. In order to be eligible for coverage,
dependents must meet the definition of dependent contained in §81.1
of this title (relating to Definitions) and be enrolled for coverage by
the employee of whom they are the eligible dependent and who is
enrolled for health coverage under the program. The effective date
of coverage will be the first day of the month following termination
of employment if an application is completed and signed on or
within 30 days following the date the dependent(s) become eligible
under this rule.
(10)[(11)] Notwithstanding the effective dates of cover-
ages, as defined in paragraphs (1)-(9) of this subsection, an em-
ployee, retiree or other eligible participant in the program may
complete an application or applications during the annual enrollment
period to make coverage changes, as determined by the trustee, to be
effective September 1.
(g) (No change.)
(h) Reinstatement in the program.
(1) Unless specifically prohibited by these sections ,
Chapter 85 of this title, or contractual provisions, an employee who
terminates employment and returns to active duty within the same
contract year may reinstate health coverage for himself and his
dependents identical to, and optional coverages no greater than,
those that were in effect when the employee terminated by submit-
ting an application for the coverages. The application must be
submitted on the first day the employee returns to active duty, and,
unless the employee completes the application indicating coverages
are to be effective on the first day of the month following the date
the employee returns to active duty, the coverages will be effective
on the day the employee returns to active duty. Dependents acquired
during the break in employment may be added on the application. A
returning employee who has selected coverages less than those for
which the employee is eligible may reinstate any waived coverages
by submitting the appropriate application during the 30 days follow-
ing the date the employee returns to active duty. The change in
coverage will become effective on the first day of the month
following the date of application. If the coverage of an employee
returning to active duty within the same plan year is affected by
Chapter 85 of this title, the employee must reinstate all coverages
that were in effect on the termination date, and the effective date of
reinstated coverage must be the date the employee returns to active
duty.
(2) An employee who is a member of the Texas National
Guard or any of the reserve components of the United States Armed
Forces and who is in a military leave without pay status or who must
terminate employment as the result of an assignment to active
military duty may, upon return to active employment, reinstate all
program coverages that were in effect immediately prior to the
commencement of active military duty, as long as the return to
active employment occurs within 90 days of the release from active
military duty. An employee may also reinstate the coverage of the
employee’s dependent, who is a member of the Texas National
Guard or any of the reserve components of the United States Armed
Forces and whose coverage is terminated as the result of an assign-
ment to active military duty. To reinstate canceled coverages, sub-
mission of evidence of insurability acceptable to the carrier will not
apply. Provided all applicable preexisting conditions exclusions were
satisfied at the time coverages were canceled, no additional preexist-
ing conditions exclusions will apply upon reinstatement of cover-
ages. If not, any remaining period of preexisting conditions
exclusions must be satisfied upon reinstatement. The application to
reinstate such coverages must be completed and signed during the
30 days following the day the employee returns to active employ-
ment. In the case of the dependents, the application to reinstate such
coverages must be completed and signed within 30 days following
the release from active duty. Applications for coverages to be
effective on the day the employee returns to active employment
must be completed and signed on or before the first day of the return
to active employment. Coverages for which the application is com-
pleted and signed after the first day of the return to active state
employment and within 30 days after that day will be effective on
the first day of the month following the date of application. How-
ever, if the coverage of an employee returning to active duty
within the same plan year is affected by Chapter 85 of this title,
the employee must reinstate all coverages that were in effect on
the day immediately prior to entering the leave without pay
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status, and the effective date of reinstated coverage must be the
date the employee returns to active duty.
(3) Employees whose coverages were canceled during a
period of leave without pay due to a certified work-related disability
may, upon return to active duty status, reinstate all coverages that
were in effect on the day immediately prior to entering the leave
without pay status, except as provided in §81.11(c)(4) of this title
(relating to Termination of Coverage), and provided application to
reinstate such coverages is made within 30 days of the return to
active duty. Evidence of insurability will not apply. Provided all
applicable preexisting conditions exclusions were satisfied at the
time coverages were canceled, no additional preexisting conditions
exclusions will apply upon reinstatement of coverages. If not, any
remaining period of preexisting conditions exclusions must be satis-
fied upon reinstatement. Coverages applied for on the first day of
return to active duty will be effective on that day unless the
employee completes and signs the application indicating coverages
are to be effective on the first day of the month following the date
the employee returns to active duty. Coverages applied for after the
first day of return to active duty and within 30 days after that day
will be effective on the first day of the month following the date of
application. However, if the coverage of an employee returning to
active duty within the same plan year is affected by Chapter 85
of this title, the employee must reinstate all coverages that were
in effect on the day immediately prior to entering the leave
without pay status, and the effective date of reinstated coverage
must be the date the employee returns to active duty.
(4) Employees whose coverages were cancelled during a
period of leave without pay as a result of the Family and Medical
Leave Act of 1993 may, upon return to active duty, reinstate all
coverages that were in effect on the day immediately prior to
entering the leave without pay status, provided application to rein-
state such coverages is made within 30 days of the return to active
duty. However, if the coverage of an employee returning to
active duty within the same plan year is affected by Chapter 85
of this title, the employee must reinstate all coverages that were
in effect on the day immediately prior to entering the leave
without pay status, and the effective date of reinstated coverage
must be the date the employee returns to active duty. To reinstate
cancelled coverages, submission of evidence of insurability accept-
able to the carrier will not apply. Provided all applicable preexisting
conditions exclusions were satisfied at the time coverages were
cancelled, no additional preexisting conditions exclusions will apply
upon reinstatement of coverages. If not, any remaining period of
preexisting conditions exclusions must be satisfied upon reinstate-
ment.
(i) Continuing coverage in special circumstances.
(1) (No change.)
(2) Continuation of health, dental, and life coverages for
employees in a leave without pay status.
(A) An employee in a leave without pay status may
continue the types and amounts of health, life, and dental coverages
in effect on the date the employee entered that status for a maximum
period of up to 12 months. The maximum period may be extended
for up to 12 additional months for a total of 24 continuous months,
provided the extension is certified by the department to be for
educational purposes. The employee must pay premiums directly
as defined in 81.3(d)(2)(B)(i) of this title (relating to Direct
Payment of Premiums). Disability income coverage for an em-
ployee in a leave without pay status will be suspended beginning on
the first day of the month in which the employee enters the leave
without pay status and continuing for those months in which the
employee remains in that status. Suspended disability income cover-
age for an employee returning to active duty from a leave without
pay status will be reactivated effective on the first day the employee
returns to active duty if the entire period of unpaid leave was
certified by the department as approved leave without pay.
(B) (No change.)
(3)-(11) (No change.)
§81.11. Termination of Coverage.
(a)-(c) (No change.)
(d) Coverage rescinded.
(1) The Executive Director may rescind any insurance
coverage of a participant in the Program, if the Executive
Director determines that the coverage was obtained by a fraudu-
lent act or by making a material misrepresentation or by supply-
ing false information on any application for coverage or related
documentation or in any communication.
(2) If the participant’s coverage is rescinded, it may
be rescinded to the date of the inception of the coverage or to the
date of the fraudulent act or material misrepresentation.
(3) The Executive Director also may deny any claim
filed to obtain benefits from the fraudulently induced coverage.
(4) The Executive Director’s decision to rescind insur-
ance coverage or to deny a claim may be appealed to the Board
in accordance with §81.9 of this title (relating to Grievance
Procedure).
This agency hereby certifies that the proposal has been reviewed by
legal counsel and found to be within the agency’s authority to adopt.
Issued in Austin, Texas on May 15, 1996.
TRD-9606693 Charles D. Travis
Executive Director
Employees Retirement System of Texas
Earliest possible date of adoption: June 24, 1996
For further information, please call: (512) 867-3336
♦ ♦ ♦
Chapter 85. Flexible Benefits
• 34 TAC §85.7
The Employees Retirement System of Texas (ERS) proposes an
amendment to §85.7 concerning eligible changes in family status in the
Flexible Benefits (Cafeteria Plan).
William S. Nail, General Counsel, has determined that for the first five-
year period the section is in effect there will be no fiscal implications for
state or local government as a result of enforcing or administering the
section.
Mr. Nail also has determined that for each of the first five years the rule
as proposed is in effect the public benefits anticipated as a result of
enforcing the rule will be that state employees participating in this plan
will have broader opportunities to make changes in their plan outside of
annual enrollment. These proposed changes will enhance benefits
available to state employees, enabling the state to continue to attract
qualified persons into the workforce. There will be no effect on small
businesses. There are not anticipated costs to persons who are re-
quired to comply with the rule as proposed.
Comments on the proposal may be submitted to William S. Nail,
General Counsel, P.O. Box 13207, Austin, Texas 78711-3207.
The amendment is proposed under the Insurance Code, Article
3.50-2, §4A, which provides the ERS with the authority to promulgate
all rules and regulations necessary to implement and to administer a
Flexible Benefits (Cafeteria Plan).
Statutes affected by the amendment: Insurance Code, Article
3.50-2.
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§85.7. Enrollment.
(a)-(b) (No Change.)
(c) Benefit election irrevocable except for change in family
status.
(1) An election to participate shall be irrevocable for the
plan year unless an eligible change in family status occurs. The
allowable change in election must be consistent with the change in
family status event. Documentation, as prescribed by the plan ad-
ministrator, must be submitted in support of the change in family
status event.
(A) Premium conversion plan. A change in family
status includes marriage; divorce; death of a [spouse, ] dependent [,
or loss of legal custody]; birth[,] or adoption [or gaining legal
custody of a child]; termination or gaining employment by a de-
pendent [spouse]; change from full-time to part-time or part-time to
full-time employment status by employee or dependent [spouse];
significant change in health insurance coverage attributable to de-
pendent [spouse] gaining employment; [and dependent covered
under the Uniform Group Insurance Program gains employment;]
employee’s dependent regains UGIP eligibility; employee ac-
quires a UGIP eligible dependent; employee is court ordered to
provide medical support for dependent child; dependent goes on
or returns from leave without pay; dependent involuntarily loses
health coverage or dependent child loses dependent eligibility for
other health coverage; dependent gains or loses Medicaid eligi-
bility; UGIP covered dependent loses UGIP eligibility; UGIP
covered dependent becomes eligible for UGIP as retiree; and
under age 65 dependent with certified disability gains or loses
eligibility for Medicare. A change in family status permits a
participant to change Uniform Group Insurance Program coverages
or to change TexFlex premium conversion election consistent with
the change in family status event.
(B) Health care reimbursement plan. A change in
family status includes marriage, birth, adoption , acquisition of
UGIP eligible dependent or gaining legal custody of a child. An
eligible change in family status permits a participant to elect to
participate or increase election amounts consistent with the change
in family status event.
(C) Dependent care reimbursement plan. A change in
family status includes marriage; divorce; death of spouse, dependent,
dependent loses eligibility for UGIP or loss of legal custody of
child; birth, adoption , acquisition of UGIP eligible dependent or
gaining legal custody of child; termination or gaining of employ-
ment by spouse; change from full-time to part-time or part-time to
full-time employment status by employee or spouse; and spouse
goes on and returns from leave without pay. An eligible change in
family status permits a participant to change the election or to
increase or decrease the election amount consistent with the change
in family status event.
(2)-(4) (No change.)
(d)-(g) (No change.)
This agency hereby certifies that the proposal has been reviewed by
legal counsel and found to be within the agency’s authority to adopt.
Issued in Austin, Texas on May 15, 1996.
TRD-9606692 Charles D. Travis
Executive Director
Employees Retirement System of Texas
Earliest possible date of adoption: June 24, 1996
For further information, please call: (512) 867-3336
♦ ♦ ♦
TITLE 40. SOCIAL SERVICES AND AS-
SISTANCE
Part I. Texas Department of Human
Services
Chapter 19. Nursing Facilities Requirements for
Licensure and Medicaid Certification
The Texas Department of Human Services (DHS) proposes the repeal
of §19. 1808 and §19.1809; amendments to §§19.1801-19.1807 and
§19.1810, concerning reimbursement methodology for nursing facili-
ties, and to §19.2703, concerning the nursing facility program cost
determination process; and new §19.2701 and §19.2702, in new
Subchapter BB, concerning the nursing facility program cost determi-
nation process, in its Nursing Facilities Requirements for Licensure and
Medicaid Certification chapter. The purpose of the proposal is to
establish cost determination rules that are consistent across programs,
provide explicit guidelines for auditors, provide specific instructions
concerning cost reporting, provide guidelines in areas such as docu-
mentation and allocation methods, clarify current reimbursement meth-
odology practices, and incorporate cost report procedural changes.
The proposal also discontinues voucher payments for oxygen costs
incurred after December 31, 1994; for costs incurred after December
31, 1994, the allowable costs for oxygen will be part of the daily
reimbursement.
Burton F. Raiford, commissioner, has determined that for the first five-
year period the sections are in effect there will be no fiscal implications
for state or local government as a result of enforcing or administering
the sections.
Mr. Raiford also has determined that for each year of the first five years
the sections are in effect the public benefit anticipated as a result of
enforcing the sections will be a single set of guidelines to facilitate
financial accountability relating to service delivery, a better understand-
ing of the reimbursement methodology due to inclusion of additional
detail, and simplification of the method of reimbursing facilities for the
allowable costs of oxygen. There will be no effect on small businesses.
There is no anticipated economic cost to persons who are required to
comply with the proposed sections.
A public hearing will be held at 1:30 p.m. on June 10, 1996, in the
Texas Department of Human Services Board Room, 701 West 51st
Street, Austin, Texas.
Questions about the content of this proposal may be directed to Pam
McDonald at (512) 438-4086 in DHS’s Rate Analysis Department.
Written comments on the proposal may be submitted to Supervisor,
Rules Unit, Media and Policy Services-177, Texas Department of
Human Services E-205, P.O. Box 149030, Austin, Texas 78714-9030,
within 30 days of publication in the Texas Register. Contact Kathy Hall
in Austin at (512) 438-3702, or a local DHS office, for copies of the
proposed rules.
Subchapter S. Reimbursement Methodology for
Nursing Facilities
• 40 TAC §§19.1801-19.1807, 19.1810
The amendments are proposed under the Human Resources Code,
Title 2, Chapters 22 and 32, which authorizes the department to
administer public and medical assistance programs; and under Texas
Government Code, §531.021, which provides the Health and Human
Services Commission with the authority to administer federal medical
assistance funds.
The amendments implement the Human Resources Code, §§22.001-
22.030 and §§32.001-32.042.
§19.1801. General Reimbursement Information.
(a) General requirements. Cost reports pertaining to
providers’ fiscal years ending in calendar year 1995 or 1996 will
be governed by the information in this section, §20.101 of this
title (relating to Introduction), §20.106 of this title (relating to
Basic Objectives and Criteria for Audit and Desk Review of
21 TexReg 4524 May 24, 1996 Texas Register ♦
Cost Reports), §20.107 of this title (relating to Notification of
Exclusions and Adjustments), §20.108 of this title (relating to
Determination of Inflation Indices), §20.109 of this title (relating
to Adjusting Reimbursement When New Legislation, Regula-
tions, or Economic Factors Affect Costs), §20.110 of this title
(relating to Informal Reviews and Formal Appeals), and
§24.101(b) of this title (relating to General Specifications and
Methodology). Cost reports pertaining to providers’ fiscal years
ending in calendar year 1997 and subsequent years will be
governed by the information in Chapter 20 of the Human
Resources Code.
(b) [(a)] Texas Medicaid long-term care. The Department of
Human Services (DHS) reimburses Texas Medicaid long-term care
contracted providers for care provided to recipients in nursing
facilities (NF). The Texas Board of Human Services determines
reimbursement rates that are statewide and uniform by class of
service as specified in this section and in §24.101 [and §24.102] of
this title (relating to General Specifications [and Methodology]).
(c)[(b)] Uniform reimbursements [rates]. Reimbursements
[Reimbursement rates] are uniform statewide with the possible ex-
ception of demonstration or pilot implementation projects involving
experimental classes, as specified in §19.1807(c) of this title (relat-
ing to Reimbursement [Rate] Setting Methodology).
§19.1802. Cost Reporting Requirements: 1995 and 1996 Cost Re-
ports [Procedures]. Cost reports pertaining to providers’ fiscal
years ending in calendar year 1995 or 1996 will be governed by
the information in this section. Cost reports pertaining to pro-
viders’ fiscal years ending in calendar year 1997 and subsequent
years will be governed by the information in §19.2702 of this
title (relating to Cost Report Requirements: 1997 and Subse-
quent Cost Reports). Each provider must submit financial and
statistical information on cost report forms provided by the Texas
Department of Human Services (DHS) or on facsimiles which are
formatted according to DHS specifications and are preapproved by
DHS staff.
(1)-(2) (No change.)
(3) Recordkeeping requirements. Each provider must
maintain records according to the requirements stated in §69.205
[§69.202] of this title (relating to Contractor’s Records). Providers
must ensure that records are accurate and sufficiently detailed to
support the legal, financial, and other statistical information con-
tained in the cost report. Failure to maintain records that support the
information submitted on the cost report in a form which is in
compliance with DHS’s chart of accounts for long-term care provid-
ers may result in vendor hold as specified in §19.1810 of this title
(relating to Vendor Hold) [constitutes an administrative contract
violation. In the case of an administrative contract violation, penal-
ties are applied as specified in §19.2207 of this title (relating to
Administrative Contract Violations)].
(4)-(8) (No change. )
(9) Failure to file an acceptable cost report. Failure to
file an acceptable cost report by the cost report due date may result
in vendor hold as specified in §19.1810 of this title (relating to
Vendor Hold) [constitutes an administrative contract violation. In
the case of an administrative contract violation, penalties are applied
as specified in §19. 2207 of this title (relating to Administrative
Contract Violations)].
[(10) Review of cost report. As specified in §24.201 of
this title (relating to Basic Objectives and Criteria for Desk Review
of Cost Reports), DHS staff review each cost report to ensure that all
financial and statistical information submitted conforms to all appli-
cable rules and instructions. Cost reports not completed according to
instructions or rules are returned to the provider for proper comple-
tion.
[(11) On-site cost report audits.
[(A) Number of on-site audits to be performed. DHS
performs a sufficient number of on-site audits each year to ensure
the fiscal integrity of the Texas Medicaid Long-term Care Program.
The number of on-site audits performed each year may vary. DHS
arranges on-site audits to maximize the number of on-site audited
cost reports available for use in cost projections.
[(B) On-site audit standards. DHS performs on-site
cost report audits in a manner consistent with generally accepted
auditing standards (GAAS) approved by the American Institute of
Certified Public Accountants and included in Standards for Audit of
Governmental Organization, Programs, Activities and Functions,
issued by the United States Comptroller General.
[(C) Access to records. Each provider entity or its
designated agent(s) must allow access to any and all records neces-
sary to verify information submitted to DHS on Medicaid cost
reports. This requirement includes records pertaining to related-party
transactions and other business activities engaged in by the provider.
Failure to allow inspection of pertinent records within ten workdays
following written notice from DHS constitutes an administrative
contract violation. In the case of an administrative contract violation,
penalties are applied as specified in §19.2207 of this title (relating to
Administrative Contract Violations). If a central office or other
entity pertaining to a multi-facility operation refuses access to
records, then the penalties are extended to all related parties having
Medicaid contracts with DHS. Additional rules regarding access to
records that are out-of-state may be found in Chapter 24 of the
Human Resources Code.
[(D) Reviews of cost report disallowances. A pro-
vider who disagrees with disallowances of the items in a cost report
may request an informal review and, when necessary, an administra-
tive hearing as specified in §24.601 of this title (relating to Reviews
and Administrative Hearings).
[(E) Notification of exclusions and adjustments. DHS
notifies providers of exclusions and adjustments to reported ex-
penses made during the department’s desk reviews and on-site audits
of cost reports, as specified in §24.401 of this title (relating to
Notification).]
(10) Cost reports for Medicaid-decertified facilities. If
a provider has been Medicaid-decertified for more than 30
consecutive days during its fiscal year, a cost report must be
prepared to reflect the activities of the provider for the portion
of its fiscal year prior to decertification. The provider must
submit this cost report to DHS no later than 90 calendar days
following the provider’s decertification date. If the provider is
recertified, the provider must prepare a cost report to reflect the
activities of the provider during the remainder of the provider’s
fiscal year following recertification.
(11) Providers excused from cost report submission.
DHS may excuse providers from the requirement to submit a
cost report. Requests to be excused from submitting a cost
report must be received by DHS before the due date of the cost
report. In instances when providers are excused from cost report
submission, the payment to the provider is made in accordance
with §19.1807 of this title (relating to Reimbursement Setting
Methodology).
(A) Providers are excused from cost report sub-
mission if the provider’s Medicaid contract was in effect for 30
consecutive days or fewer during the provider’s cost report
fiscal year.
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(B) DHS may excuse providers from the require-
ment to submit a cost report if DHS determines that circum-
stances beyond the control of the provider made cost report
completion impossible, such as the loss of records due to natural
disasters or removal of records from the provider’s custody by a
governmental entity.
(C) Providers are excused from cost report sub-
mission if they provided services for less than 1,500 Medicaid
patient days during the provider’s cost report fiscal year.
(12) Final cost reports for change of ownership. Ex-
cept when excused from the requirement to submit a cost report
according to paragraph (11)(A), (B), or (C) of this section, when
a facility changes ownership the prior owner must submit a
completed cost report reflecting the facility’s activities from the
beginning of the prior owner’s cost report fiscal year until the
ownership-change effective date. The prior owner’s vendor pay-
ments may be held until DHS receives an acceptable final cost
report according to §19.2308(2) of this title (relating to Change
of Ownership).
(A) In cases where the prior owner’s vendor pay-
ment is held, DHS will forward the final cost report to audit
within seven calendar days of its receipt.
(B) In cases where the facility is sold and its prior
year’s cost report is pending audit completion, the owner’s
vendor payment may be held until the audit of the prior year’s
cost report and the final cost report are complete. In cases where
the prior owner’s vendor payment is held, DHS will forward the
prior year’s cost report and the final cost report to audit within
seven calendar days of receipt of the final cost report.
(13) Requirements for cost report completion. A com-
pleted nursing facility cost report must:
(A) have, as an attachment, the property appraisal
used to determine the allowable appraised property value as
described in paragraph (14) of this subsection;
(B) not report figures for days of service and num-
ber of beds that reflect occupancy of greater than 100%;
(C) have a management contract attached, if ap-
plicable; and
(D) have a lease agreement attached, if applicable.
(14) Allowable appraised property values. Allowable
appraised property values are determined as follows:
(A) Proprietary facilities. The allowable appraised
values of proprietary facilities to be reported on Texas Medicaid
cost reports are determined from local property taxing authority
appraisals. The year of the property appraisal must be the
calendar year within which the provider’s cost report fiscal year
ends, or the prior calendar year.
(B) Tax exempt facilities. The allowable appraised
property values for tax exempt facilities are determined as
follows:
(i) Tax exempt facilities provided an appraisal
from their local property taxing authority. Tax exempt facilities
provided an appraisal from their local property taxing authority
must report this appraised value on their Texas Medicaid cost
report. The year of the property appraisal must be the calendar
year within which the provider’s cost report fiscal year ends, or
the prior calendar year.
(ii) Tax exempt facilities not provided an ap-
praisal from their local property taxing authority. Tax exempt
facilities not provided an appraisal from their local property
taxing authority because of an "exempt" status must provide
documentation received from the local taxing authority certify-
ing exemption for the current reporting period and must con-
tract with an independent appraiser to appraise the facility land
and improvements. These independent appraisals must meet the
following criteria.
(I) The appraisal must value land and im-
provements using the same basis used by the local taxing author-
ity under Texas laws regarding appraisal methods and
procedures.
(II) The appraisal must be updated every
five years with the initial appraisal setting the five year interval.
(-a-) Facilities with exempt status for cost
reports pertaining to their fiscal year ending in calendar year
1995 are not required to submit an independent appraisal for
that cost reporting period; these facilities will be considered
exempt from the requirement to have a property appraisal
attached for their 1995 cost report. Facilities choosing to submit
an initial appraisal for their 1995 cost reporting period must
submit it to DHS’s Rate Analysis Department by October 1,
1996. This appraisal must be reflective of the facility’s appraised
value as of January 1, 1996.
(-b-) Facilities achieving exempt status
during their fiscal year ending in calendar year 1996 and facili-
ties with exempt status for cost reports pertaining to their fiscal
year ending in calendar year 1995 who choose not to submit an
independent appraisal for their 1995 cost reporting period must
submit an initial appraisal to DHS’s Rate Analysis Department
as part of their cost report for fiscal year 1996. This appraisal
must be reflective of the facility’s appraised value during their
1996 fiscal year.
(-c-) If a facility is reappraised due to
improvements or reconstruction as defined in subclause (III) of
this clause, a new five-year interval will be set.
(III) Facilities making capital improve-
ments, or requiring reconstruction due to fire, flood, or other
natural disaster must contract with an independent appraiser to
have land and improvements reappraised within the cost report-
ing period in which the improvement(s) is placed into service.
(IV) If for any reason an appraisal becomes
available from the local taxing authority for a provider who
previously lacked such an appraisal, the provider must report,
on the next Texas Medicaid cost report submitted, the local
taxing authority’s appraised values instead of the independent
appraisal values.
(C) Governmental facilities. Governmental facili-
ties are exempt from the requirement to report an appraised
property value.
§19.1803. Allowable and Unallowable Costs: 1995 and 1996 Cost
Reports[-General Information].
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(a) General information. Cost reports pertaining to pro-
viders’ fiscal years ending in calendar year 1995 or 1996 will be
governed by the information in this section. Cost reports
pertaining to providers’ fiscal years ending in calendar year
1997 and subsequent years will be governed by the information
in §19.2701 of this title (relating to Allowable and Unallowable
Costs: 1997 and Subsequent Cost Reports). The Texas Depart-
ment of Human Services (DHS) defines allowable and unallowable
costs to identify expenses which are reasonable and necessary to
provide recipient care to Medicaid recipients on the part of an
economical and efficient provider. The primary objective of the cost
reporting process is to determine fair and reasonable reimburse-
ments [reimbursement rates] to providers. To achieve that objective,
DHS compiles a rate base consisting, if possible, only of allowable
cost information. If DHS classifies a particular type of expense as
unallowable for purposes of compiling a reimbursement [rate] base,
it does not mean that individual providers may not make expendi-
tures of this type. Allowable costs included in the reimbursement
determination database [rate base] determine only the costs and
maximum reimbursement rates associated with an economical and
efficient operator. Cost reporting by DHS Medicaid contracted pro-
viders should be consistent with generally accepted accounting
principles (GAAP). In cases where DHS cost reporting rules conflict
with GAAP, the Internal Revenue Service, or other authorities, DHS
rules take precedence for Medicaid provider cost reporting purposes.
(b) (No change.)
§19.1804. List of Allowable Costs. Cost reports pertaining to
providers’ fiscal years ending in calendar year 1995 or 1996 will
be governed by the information in this section. Cost reports
pertaining to providers’ fiscal years ending in calendar year
1997 and subsequent years will be governed by the information
in §19.2701 of this title (relating to Allowable and Unallowable
Costs: 1997 and Subsequent Cost Reports). The following list of
allowable costs is not comprehensive, but serves as a general guide
and clarifies certain key expense areas. The absence of a particular
cost does not necessarily mean that it is not an allowable cost.
Amounts, other than the Medicaid per diem reimbursement [rate],
reimbursed to facilities for goods or services provided to Medicaid
recipients by facility staff or consultants must be offset against the
appropriate line items for salaries and wages or other service ex-
penses in the recipient care cost center of the Medicaid cost report.
Except where specific exceptions are noted, the allowability of all
costs is subject to the general principles specified in §19.1803(a) of
this title (relating to Allowable and Unallowable Costs: 1995 and
1996 Cost Reports).
(1)-(12) (No change.)
§19.1805. List of Unallowable Costs. Cost reports pertaining to
providers’ fiscal years ending in calendar year 1995 or 1996 will
be governed by the information in this section. Cost reports
pertaining to providers’ fiscal years ending in calendar year
1997 and subsequent years will be governed by the information
in §19.2701 of this title (relating to Allowable and Unallowable
Costs: 1997 and Subsequent Cost Reports). The following list of
unallowable costs is not comprehensive, but rather serves as a
general guide and clarifies certain key expense areas. The absence of
a particular cost does not necessarily mean that it is an allowable
cost. Except where specific exceptions are noted, the allowability of
all costs is subject to the general principles specified in §19.1803(a)
and (b) of this title (relating to Allowable and Unallowable Costs:
1995 and 1996 Cost Reports):
(1)-(35) (No change.)
§19.1806. Cost Finding Methodology.
(a) Exclusion of and adjustments to certain reported ex-
penses. Providers are responsible for eliminating unallowable ex-
penses from the cost report. The Texas Department of Human
Services (DHS) reserves the right to exclude any unallowable costs
from the cost report and to exclude entire cost reports from the
reimbursement determination database [rate base] if there is
reason to doubt the accuracy or allowability of a significant part of
the information reported.
(1) Cost reports included in the database used for
reimbursement determination.
(A) Individual cost reports will not be included in
the database used for reimbursement determination if:
(i) the cost report represents costs accrued
during a time period immediately preceding a period of decerti-
fication where the decertification was greater than 30 calendar
days;
(ii) the cost report is a final cost report (due to
a change of ownership or the facility no longer contracting to
serve Medicaid clients) and one of the following applies:
(I) the final cost reporting period ended
more than 30 days before the end of the facility’s cost report
fiscal year during the reporting period in question; or
(II) the final cost report was due before
DHS finalized the appropriate cost report form and hence the
final cost report was completed on an inappropriate year’s cost
report form;
(iii) the cost report represents costs accrued by
a facility which provided less than 1,500 Medicaid days of
service during its cost reporting period; or
(iv) the cost reporting period is less than or
equal to 30 calendar days.
(B) In addition to the reasons for excluding a cost
report from the reimbursement determination database speci-
fied in subparagraph (A) of this paragraph, individual cost
reports may not be included in the database used for reimburse-
ment determination if:
(i) there is reasonable doubt as to the accuracy
or allowability of a significant part of the information reported;
or
(ii) an auditor determines that reported costs
are not verifiable.
(C) In the event that a facility is controlled by
different owners during a single calendar year and each owner
submits a cost report with an ending date that falls within that
calendar year and neither subparagraph (A) nor (B) of this
paragraph preclude the use of either cost report, the cost report
representing the most recent time period ending in the calendar
year will be used in the reimbursement database.
(D) In the event that all cost reports submitted for
a specific facility are disqualified through the application of
subparagraph (A) and/or (B) of this paragraph, the facility will
not be represented in the reimbursement database for the cost
report year in question.
[(1) DHS excludes from the rate base unallowable costs
included on the cost report and makes adjustments to reported costs
to ensure that the rate base reflects costs that:
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[A) are reasonable and necessary for the provision of
recipient care;
[(B) represent economic and efficient use of re-
sources; and
[(C) are consistent with federal and state Medicaid
regulations.]
(2) Adjustments and exclusions of cost report data in-
clude, but are not necessarily limited to:
(A) Revenue offsets.
(i) For the 1995 and 1996 cost reports, ex-
penses incurred from operations not associated with providing
contracted services are unallowable for Medicaid cost reporting
purposes and must be excluded from the cost report by the
provider. These types of expenses include costs related to meals
sold to employees or guests, non-medical rentals, barber and
beauty shop operations, canteen and gift shops, vending ma-
chines, and any other non-contract related activities. Interest
income, with the exception of interest income from funded
depreciation accounts or qualified pension funds, is to be offset
against working capital interest expense, not to exceed total
working capital interest costs. Providers’ central office opera-
tions must also comply with this interest income offset. Costs
incurred and revenues accrued for providing ancillary services
to Non-Medicaid Only residents are unallowable for Medicaid
cost reporting purposes and must be excluded from the cost
report by the provider. Ancillary refers to any service for which
a separate charge is customarily made in addition to the routine
daily service charge. Non-Medicaid Only residents refers to
nursing facility residents who are eligible for payments for
ancillary services from another source such as private pay,
private insurance, Veterans Administration, and Medicare (in-
cluding Medicaid Qualified Medicare Beneficiary (MQMB) and
Dual Eligible (Medicare/Medicaid)) residents.
(ii) Beginning with the 1997 cost report data,
providers must complete and submit cost reports in accordance
with §20.103(b) (15)(D) and §20.104 of this title (relating to
Specifications for Allowable and Unallowable Costs, and Reve-
nues).
[(A) Revenue offsets. DHS offsets against reported
expenses certain types of operating revenues, after reasonable allow-
ances for overhead costs. Types of revenues offset against costs
include income from beauty and barber shop operations, prior year
overpayments, vending machine proceeds, gift shop receipts, and
payment for meals by employees or guests. Interest income is used
to offset working capital interest expense, not to exceed total interest
costs. An exception is interest income from funded depreciation
accounts or qualified pension funds, which is not treated as a
revenue offset item. For facilities reporting central office overhead
expenses, interest income is offset against interest expenses before
the allocation of central office costs to individual Nfs.]
(B) Fixed capital asset costs.
(i) DHS staff determine fixed capital asset costs
as detailed in this section.
(ii) Fixed capital asset costs are reimbursed in
the form of a use fee calculated as described in §19.1807 of this
title (relating to Reimbursement Setting Methodology). The fol-
lowing fixed capital charges are excluded from the reimburse-
ment base:
(I) building and building equipment depreci-
ation and lease expense;
(II) mortgage interest;
(III) land improvement depreciation; and
(IV) leasehold improvement amortization.
[(B) Fixed capital asset costs. Effective September 1,
1990, fixed capital asset costs are reimbursed in the form of a use
fee calculated as described under §19.1807(b)(1) of this title (relat-
ing to Rate Setting Methodology). Consequently, the following fixed
capital charges are excluded from the rate base for purposes of
calculating the general, administration, and dietary cost component;
building and building equipment depreciation and lease expense;
mortgage interest; land improvement depreciation; and leasehold
improvement amortization. This exclusion does not apply to rates for
facilities in the pediatric care reimbursement class described under
§19.1807(c)(2) of this title (relating to Rate Setting Methodology).
Rates for the pediatric care class are based on allowable charges for
fixed capital assets rather than the use fee formula specified under
§19.1807(b)(1) of this title (relating to Rate Setting Methodology).]
(C)-(D) (No change.)
(E) Cost projections. [As specified in §24.301 of this
title (relating to Determination of Inflation Indices)] DHS projects
certain expenses in the reimbursement [rate] base to normalize or
standardize the reporting period and to account for cost inflation
between reporting periods and the period to which the prospective
reimbursement [rate] applies as specified in §20.108 of this title
(relating to Determination of Inflation Indices).
(3) When material pertinent to proposed reimburse-
ments is made available to the public, the material will include
the number of cost reports eliminated from reimbursement
determination for the reason stated in paragraph (1)(B)(i) of this
subsection.
(b) (No change.)
(c) Reimbursement determinations and allowable costs.
Providers are responsible for reporting only allowable costs on
the cost report, except where cost report instructions indicate
that other costs are to be reported in specific lines or sections.
Only allowable cost information is used to determine recom-
mended reimbursement. DHS excludes from reimbursement de-
terminations any unallowable expenses included in the cost
report and makes the appropriate adjustments to expenses and
other information reported by providers.
(d) General information. In addition to the requirements
of this section, cost reports pertaining to provider’s fiscal years
ending in calendar year 1995 and subsequent years will be
governed by the information in §20.101 of this title (relating to
Introduction), §20. 106 of this title (relating to Basic Objectives
and Criteria for Audit and Desk Review of Cost Reports),
§20.107 of this title (relating to Notification of Exclusions and
Adjustments), §20.109 of this title (relating to Adjusting Reim-
bursement When New Legislation, Regulations, or Economic
Factors Affect Costs), and §20.110 of this title (relating to
Informal Reviews and Formal Appeals). Cost reports pertaining
to providers’ fiscal years ending in calendar year 1997 and
subsequent years will be governed by the information in §20.104
of this title (relating to Revenues).
21 TexReg 4528 May 24, 1996 Texas Register ♦
§19.1807. Reimbursement [Rate] Setting Methodology.
(a) (No change.)
(b) Reimbursement [Rate] determination. For reimburse-
ments calculated using cost reports pertaining to providers’
fiscal years ending in calendar year 1995 or 1996, the [The]
Texas Board of Human Services (board) determines general reim-
bursements [reimbursement rates] for medical assistance programs
for Medicaid recipients under provisions of the Human Resources
Code, Chapter 24 (relating to Reimbursement Methodology). For
reimbursements calculated using cost reports pertaining to pro-
viders’ fiscal years ending in 1997 and subsequent years, the
board determines general reimbursements for medical assistance
programs for Medicaid recipients under provisions of Chapter
20 of this title (relating to Cost Determination Process). The
board [Texas Board of Human Services] determines reimburse-
ments [reimbursement rates] for nursing facilities based on consid-
eration of Texas Department of Human Services (DHS) staff
recommendations. To develop reimbursement rate recommendations
for nursing facilities, DHS staff apply the following procedures.
(1) Rate Components. Under the case mix methodology,
reimbursements [rates] are comprised of three cost-related compo-
nents: the Recipient Care component; the General, Administration,
and Dietary component; and the Fixed Capital Asset component.
(A)-(B) (No change.)
(C) The Fixed Capital Asset component is calculated
as follows:
(i) Determine the 80th percentile in the array of
allowable appraised property values per licensed bed, including land
and improvements.
(I) For reimbursements calculated using cost
reports pertaining to providers’ fiscal years ending in calendar
year 1995 or 1996, appraised [Appraised] values for this purpose
are determined as follows: [by the most recent appraisal available
from local property taxing authorities and reported on the Texas
Medicaid cost report. Those facilities which do not report an ap-
praisal from local taxing authorities are not included in the array for
purposes of calculating the use fee.]
(-a-) For proprietary facilities, tax ex-
empt facilities provided an appraisal from their local property
taxing authority, and tax exempt facilities not provided an
appraisal from their local property taxing authority because of
an "exempt" status whose independent appraisal is in the first
year of its five-year interval as described in
§19.1802(14)(B)(ii)(II) of this title (relating to Cost Reporting
Requirements: 1995 and 1996 Cost Reports), allowable ap-
praised values are determined as described in §19. 1802(14) of
this title (relating to Cost Reporting Requirements: 1995 and
1996 Cost Reports).
(-b-) For tax exempt facilities not pro-
vided an appraisal from their local property taxing authority
because of an "exempt" status whose independent appraisal is
not in the first year of its five-year interval as described in
§19.1802(14)(B)(ii)(II) of this title (relating to Cost Reporting
Requirements: 1995 and 1996 Cost Reports), allowable ap-
praised values are determined by indexing the facility’s allow-
able appraised value as determined in §19.1802(14) of this title
(relating to Cost Reporting Requirements: 1995 and 1996 Cost
Reports), to the median increase in appraised values among
contracted facilities in the state as a whole from the reporting
period coinciding with the first year of the facility’s five-year
interval to the reporting period upon which reimbursements are
to be based.
(-c-) Those facilities which do not report
an allowable appraised value as described in §19.1802(14) of this
title (relating to Cost Reporting Requirements: 1995 and 1996
Cost Reports) are not included in the array for purposes of
calculating the use fee.
(II) For reimbursements calculated using
cost reports pertaining to providers’ fiscal years ending in calen-
dar year 1997 and subsequent years, appraised values for this
purpose are determined as follows:
(-a-) For proprietary facilities, tax ex-
empt facilities provided an appraisal from their local property
taxing authority, and tax exempt facilities not provided an
appraisal from their local property taxing authority because of
an "exempt" status whose independent appraisal is in the first
year of its five-year interval as described in §19.2702(f)(2)(B)(ii)
of this title (relating to Cost Report Requirements: 1997 and
Subsequent Cost Reports), allowable appraised values are deter-
mined as described in §19. 2702(f) of this title (relating to Cost
Report Requirements: 1997 and Subsequent Cost Reports).
(-b-) For tax exempt facilities not pro-
vided an appraisal from their local property taxing authority
because of an "exempt" status whose independent appraisal is
not in the first year of its five-year interval as described in
§19.2702(f)(2)(B)(ii) of this title (relating to Cost Report Re-
quirements: 1997 and Subsequent Cost Reports), allowable ap-
praised values are determined by indexing the facility’s
allowable appraised value as determined in §19.2702(f) of this
title (relating to Cost Report Requirements: 1997 and Subse-
quent Cost Reports) to the median increase in appraised values
among contracted facilities in the state as a whole from the
reporting period coinciding with the first year of the facility’s
five-year interval to the reporting period upon which reimburse-
ments are to be based.
(-c-) Those facilities which do not report
an allowable appraised value as described in §19.2702(f) are not
included in the array for purposes of calculating the use fee.
(ii)-(v) (No change.)
(2) -(5) (No change.)
(c)-(d) (No change.)
(e) Oxygen costs. Oxygen costs incurred on or after Jan-
uary 1, 1995, will not be reimbursed on cost reimbursement
vouchers. Those oxygen costs must be reported as expenses on
the cost report.
[(1) DHS reimburses nursing facilities for the actual
costs of oxygen. Payments are based on cost reimbursement vouch-
ers that are to be submitted quarterly. Allowable costs are limited to
expenses incurred for:
[(A) actual oxygen expenses up to a set amount deter-
mined by DHS; and
[(B) liquid oxygen, oxygen concentrators, and tank
refills (oxygen only).
[(2) Durable medical equipment, including, but not lim-
ited to, tanks, concentrators, tubing, masks, valves, and regulators
are included in the per diem (see §19.1701(b)(5)(A) (ii) of this title
(relating to Vendor Payment (Items and Services Included)) for an
explanation of covered durable medical equipment).
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[(3) The facility must accept payment by DHS as pay-
ment in full for services, and neither the oxygen provider nor the
facility may charge the recipient, his family, or his trust fund an
additional fee.
[(4) Claims for services must be received by the 95th day
from the last day of the preceding billing quarter assigned to the
facility.
[(A) Rejected or adjusted claims may be resubmitted.
These claims must be received by the 180th day from the date of the
claim rejection.
[(B) Corrected claims must be received by the 180th
day from the date of the paid claim.]
§19.1810. Vendor Hold. The information in this section will gov-
ern cost reports for provider’s fiscal years ending in calendar years
[1994 and] 1995 and 1996. The Texas Department of Human
Services (DHS) may delay or withhold vendor payment to a pro-
vider in order to investigate or correct financial or accounting
irregularities or to obtain required documentation regarding facility
costs.
(1)-(3) (No change.)
This agency hereby certifies that the proposal has been reviewed by
legal counsel and found to be within the agency’s authority to adopt.
Issued in Austin, Texas, on May 13, 1996.
TRD-9606605 Glenn Scott
General Counsel, Legal Services
Texas Department of Human Services
Proposed date of adoption: August 19, 1996
For further information, please call: (512) 438-3765
♦ ♦ ♦
• 40 TAC §19.1808, §19.1809
(Editor’s note: The text of the following sections proposed for repeal will not
be published. The sections may be examined in the offices of the Texas
Department of Human Services or in the Texas Register office, Room 245,
James Earl Rudder Building, 1019 Brazos Street, Austin.)
The repeals are proposed under the Human Resources Code, Title 2,
Chapters 22 and 32, which authorizes the department to administer
public and medical assistance programs; and under Texas Govern-
ment Code, §531.021, which provides the Health and Human Services
Commission with the authority to administer federal medical assistance
funds.
The repeals implement the Human Resources Code, §§22.001-22.030
and §§32.001-32.042.
§19.1808. Chart of Accounts.
§19.1809. Medicare Part A Skilled Nursing Facility Deductible and
Coinsurance Payment.
This agency hereby certifies that the proposal has been reviewed by
legal counsel and found to be within the agency’s authority to adopt.
Issued in Austin, Texas, on May 13, 1996.
TRD-9606604 Glenn Scott
General Counsel, Legal Services
Texas Department of Human Services
Proposed date of adoption: August 19, 1996
For further information, please call: (512) 438-3765
♦ ♦ ♦
Subchapter BB. Nursing Facility Program Cost
Determination Process
• 40 TAC §§19.2701-19.2703
The amendment and new sections are proposed under the Human
Resources Code, Title 2, Chapters 22 and 32, which authorizes the
department to administer public and medical assistance programs; and
under Texas Government Code, §531.021, which provides the Health
and Human Services Commission with the authority to administer
federal medical assistance funds.
The amendments and new section implement the Human Resources
Code, §§22. 001-22.030 and §§32.001-32.042.
§19.2701. Allowable and Unallowable Costs: 1997 and Subsequent
Cost Reports.
(a) For the completion and submittal of cost reports
pertaining to providers’ fiscal years ending in calendar year 1997
and subsequent years, providers must apply the information detailed
in this section.
(b) The Nursing Facility (NF) program follows the general
principles set forth in §20.101 of this title (relating to Introduction).
The NF program follows the requirements of allowable and unallow-
able costs in §20.102 and §20.103 of this title (relating to General
Principles of Allowable and Unallowable Costs, and Specifications
for Allowable and Unallowable Costs). The NF program follows the
procedures for notification of exclusions and adjustments in §20.107
of this title (relating to Notification of Exclusions and Adjustments).
The NF program follows the procedures for informal reviews and
appeals set forth in §20.110 of this title (relating to Informal
Reviews and Formal Appeals).
(c) In addition to the requirements of §20.102 and §20.103
of this title (relating to General Principles of Allowable and Unal-
lowable Costs, and Specifications for Allowable and Unallowable
Costs), the following apply to costs for the NF program.
(1) Medical costs. The costs for medical services and
items delineated in §19.2601 of this title (relating to Vendor Pay-
ment) are allowable. These costs must also comply with the general
definition of allowable costs as stated in §20.102 of this title
(relating to General Principles of Allowable and Unallowable Costs).
(2) Chaplaincy or pastoral services. Expenses for chap-
laincy or pastoral services are allowable costs.
(3) Voucherable costs. For all voucher payment systems
except the voucher payment system for supplemental reimbursement
for ventilator-dependent residents, any expenses directly reimburs-
able to the provider through a voucher payment system are unallow-
able costs. For all voucher payment systems except the voucher
payment system for supplemental reimbursement for ventilator-
dependent residents, any expenses in excess of the limit, or ceiling,
for a voucher payment system are unallowable costs.
(4) Preferred items. Costs for preferred items which are
billed to the recipient, responsible party, or the recipient’s family are
not allowable costs.
(5) Preadmission Screening and Annual Resident Review
(PASARR) expenses. Any expenses related to the direct delivery of
specialized services and treatment required by PASARR for resi-
dents are unallowable costs. These costs are reimbursed through the
Texas Department of Mental Health and Mental Retardation or the
Texas Department of Human Services Goal-Directed Therapy Pro-
gram.
(6) Advanced Clinical Practitioner (ACP) or Licensed
Professional Counselor (LPC) services. Expenses for services pro-
vided by an ACP or LPC are unallowable costs.
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§19.2702. Cost Report Requirements: 1997 and Subsequent Cost
Reports.
(a) General information. For the completion and submittal
of cost reports pertaining to providers’ fiscal years ending in calen-
dar year 1997 and subsequent years, providers must apply the
information detailed in this section. Except where specific excep-
tions are noted herein, the Nursing Facility program follows the cost
report requirements in §20.105 of this title (relating to General
Reporting and Documentation Requirements, Methods, and Proce-
dures).
(b) Cost reports for Medicaid-decertified facilities. If a pro-
vider has been Medicaid-decertified for more than 30 consecutive
days during its fiscal year, a cost report must be prepared to reflect
the activities of the provider for the portion of its fiscal year prior to
decertification. The provider must submit this cost report to the
Texas Department of Human Services (DHS) no later than 90
calendar days following the provider’s decertification date. If the
provider is recertified, the provider must prepare a cost report to
reflect the activities of the provider during the remainder of the
provider’s fiscal year following recertification. The cost report
pertaining to the fiscal year subsequent to recertification must be
submitted to DHS according to §20.105(c) of this title (relating to
General Reporting and Documentation Requirements, Methods, and
Procedures).
(c) Providers excused from cost report submission. DHS
may excuse providers from the requirement to submit a cost report.
Requests to be excused from submitting a cost report must be
received by DHS before the due date of the cost report. In instances
when providers are excused from cost report submission, the pay-
ment to the provider is made in accordance with §19.1807 of this
title (relating to Reimbursement Setting Methodology).
(1) Providers are excused from cost report submission if
the provider’s Medicaid contract was in effect for 30 consecutive
days or fewer during the provider’s cost report fiscal year.
(2) DHS may excuse providers from the requirement to
submit a cost report if DHS determines that circumstances beyond
the control of the provider made cost report completion impossible,
such as the loss of records due to natural disasters or removal of
records from the provider’s custody by a governmental entity.
(3) Providers are excused from cost report submission if
they provided services for less than 1,500 Medicaid patient days
during the provider’s cost report fiscal year.
(d) Final cost reports for change of ownership. Except when
excused from the requirement to submit a cost report according to
subsection (c)(1)-(3) of this section, when a facility changes owner-
ship, the prior owner must submit a completed cost report reflecting
the facility’s activities from the beginning of the prior owner’s cost
report fiscal year until the ownership-change effective date. The
prior owner’s vendor payments may be held until DHS receives an
acceptable final cost report according to §19.2308(2) of this title
(relating to Change of Ownership).
(1) In cases where the prior owner’s vendor payment is
held, DHS will forward the final cost report to audit within seven
calendar days of its receipt.
(2) In cases where the facility is sold and its prior year’s
cost report is pending audit completion, the owner’s vendor payment
may be held until the audit of the prior year’s cost report and the
final cost report are complete.
(e) Requirements for cost report completion. A completed
nursing facility cost report must:
(1) meet the definition of completed cost report specified
in §20.105(b)(4)(A) of this title (relating to General Reporting and
Documentation Requirements, Methods, and Procedures);
(2) have attached the property appraisal used to deter-
mine the allowable appraised property value as described in
§19.2702(g) of this title (relating to Cost Report Requirements: 1997
and Subsequent Cost Reports);
(3) not report figures for days of service and number of
beds that reflect occupancy of greater than 100%;
(4) have a management contract attached, if applicable;
and
(5) have a lease agreement attached, if applicable.
(f) Allowable appraised property values. Allowable ap-
praised property values are determined as follows:
(1) Proprietary facilities. The allowable appraised values
of proprietary facilities to be reported on Texas Medicaid cost
reports are determined from local property taxing authority apprais-
als. The year of the property appraisal must be the calendar year
within which the provider’s cost report fiscal year ends, or the prior
calendar year.
(2) Tax exempt facilities. The allowable appraised prop-
erty values for tax exempt facilities are determined as follows.
(A) Tax exempt facilities provided an appraisal from
their local property taxing authority. Tax exempt facilities provided
an appraisal from their local property taxing authority must report
this appraised value on their Texas Medicaid cost report. The year of
the property appraisal must be the calendar year within which the
provider’s cost report fiscal year ends, or the prior calendar year.
(B) Tax exempt facilities not provided an appraisal
from their local property taxing authority. Tax exempt facilities not
provided an appraisal from their local property taxing authority
because of an "exempt" status must provide documentation received
from the local taxing authority certifying exemption for the current
reporting period and must contract with an independent appraiser to
appraise the facility land and improvements. These independent
appraisals must meet the following criteria.
(i) The appraisal must value land and improve-
ments using the same basis used by the local taxing authority under
Texas laws regarding appraisal methods and procedures.
(ii) The appraisal must be updated every five years
with the initial appraisal setting the five-year interval.
(I) Facilities achieving exempt status during
their fiscal year ending in calendar year 1997 or a subsequent year
must submit an initial appraisal to DHS’s Rate Analysis Department
as part of their cost report for the fiscal year during which the
exempt status was achieved. This appraisal must be reflective of the
facility’s appraised value during that fiscal year.
(II) If a facility is reappraised due to improve-
ments or reconstruction as defined in clause (iii) of this
subparagraph, a new five-year interval will be set.
(iii) Facilities making capital improvements, or re-
quiring reconstruction due to fire, flood, or other natural disaster
must contract with an independent appraiser to have land and
improvements reappraised within the cost reporting period in which
the improvement(s) is placed into service.
(iv) If for any reason an appraisal becomes avail-
able from the local taxing authority for a provider who previously
lacked such an appraisal, the provider must report, on the next Texas
Medicaid cost report submitted, the local taxing authority’s ap-
praised values instead of the independent appraisal values.
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(3) Governmental facilities. Governmental facilities are
exempt from the requirement to report an appraised property value.
§19.2703. Vendor Hold. The information in this section will gov-
ern cost reports for providers’ fiscal years ending in calendar year
1997 [1996] and subsequent years. The Texas Department of Human
Services (DHS) may delay or withhold vendor payment to a pro-
vider in order to investigate or correct financial or accounting
irregularities or to obtain required documentation.
(1)-(3) (No change.)
This agency hereby certifies that the proposal has been reviewed by
legal counsel and found to be within the agency’s authority to adopt.
Issued in Austin, Texas, on May 13, 1996.
TRD-9606606 Glenn Scott
General Counsel, Legal Services
Texas Department of Human Services
Proposed date of adoption: August 19, 1996
For further information, please call: (512) 438-3765
♦ ♦ ♦
Chapter 20. Cost Determination Process
• 40 TAC §§20.101-20.111
The Texas Department of Human Services (DHS) proposes new
§§20.101-20. 111, concerning cost determination, in its new Cost
Determination Process chapter. The purpose of the new sections is to
establish cost determination rules that are consistent across programs,
provide explicit guidelines for auditors, provide specific instructions
concerning cost reporting, and provide guidelines in areas such as
documentation and allocation methods. Also in this issue of the Texas
Register, DHS is proposing related policies in Chapter 19, Nursing
Facility Requirements for Licensure and Medicaid Certification; Chap-
ter 24, Reimbursement Methodology; Chapter 46, Residential Care;
Chapter 47, Primary Home Care; Chapter 48, Community Care for
Aged and Disabled, which includes client-managed attendant services,
shared attendant care services, congregate and home-delivered meals,
the community based alternatives waiver program, and the community
living assistance and support services program; Chapter 50, Day
Activity and Health Services; and Chapter 52, Emergency Response
Services, all concerning reimbursement methodology.
Burton F. Raiford, commissioner, has determined that for the first five-
year period the sections are in effect there will be no fiscal implications
for state or local government as a result of enforcing or administering
the sections.
Mr. Raiford also has determined that for each year of the first five years
the sections are in effect the public benefit anticipated as a result of
enforcing the sections will be a single set of guidelines to facilitate
financial accountability relating to service delivery. There will be no
effect on small businesses. There is no anticipated economic cost to
persons who are required to comply with the proposed sections.
A public hearing will be held at 1:30 p.m. on June 10, 1996, in the
Texas Department of Human Services Board Room, 701 West 51st
Street, Austin, Texas.
Questions about the content of this proposal may be directed to
Carolyn Pratt at (512) 438-4057 in DHS’s Rate Analysis Department.
Written comments on the proposal may be submitted to Supervisor,
Rules Unit, Media and Policy Services-177, Texas Department of
Human Services E-205, P.O. Box 149030, Austin, Texas 78714-9030,
within 30 days of publication in the Texas Register. Contact Kathy Hall
in Austin at (512) 438-3702, or a local DHS office, for copies of the
proposed rules.
The new sections are proposed under the Human Resources Code,
Title 2, Chapters 22 and 32, which authorizes the department to
administer public and medical assistance programs; and under Texas
Government Code, §531.021, which provides the Health and Human
Services Commission with the authority to administer federal medical
assistance funds.
The new sections implement the Human Resources Code, §§22.001-
22.030 and §§32.001-32.042.
§20.101. Introduction.
(a) The information in §20.102 of this title (relating to
General Principles of Allowable and Unallowable Costs), §20.103 of
this title (relating to Specifications for Allowable and Unallowable
Costs), §20.104 of this title (relating to Revenues), and §20. 105 of
this title (relating to General Reporting and Documentation Require-
ments, Methods, and Procedures) applies to cost reports pertaining
to providers’ fiscal years ending in calendar year 1997 and subse-
quent years.
(b) Whenever the terms "Texas Department of Human Ser-
vices" or "DHS" occur, they each mean the Texas Department of
Human Services or its designee.
(c) The Texas Department of Human Services (DHS) reim-
burses providers for contracted client services through reimburse-
ment amounts determined as described in this chapter and in
reimbursement methodologies for each program. Non-Medicaid,
statewide, uniform reimbursements and reimbursement ceilings are
approved by the Texas Board of Human Services (board). The board
recommends for approval to the Texas Health and Human Services
Commission (HHSC) medical assistance or Medicaid reimburse-
ments that are uniform by class. In Medicaid programs where
reimbursements are contractor-specific, the board recommends for
approval to the HHSC the reimbursement parameter dollar amounts,
e.g., ceilings, floors, or program reimbursement formula limits. In
approving reimbursement amounts the board takes into consideration
staff recommendations based on the application of formulas and
procedures described in this chapter and in reimbursement method-
ologies for each program. However, the board may adjust staff
recommendations when the board deems such adjustments are war-
ranted by particular circumstances likely to affect achievement of
program objectives, including economic conditions and budgetary
considerations. For the nursing facility program subject to the fede-
ral Boren Amendment, any downward reimbursement adjustments
may not exceed the amount of any mark-up or margin over projected
costs. For the nursing facility program, this limitation ensures that
downward reimbursement adjustments do not reduce reimbursement
below the costs which must be incurred by efficient and economic
providers meeting federal and state standards. Medicaid reimburse-
ment methodology rules are developed and recommended for ap-
proval by the board to the HHSC. The HHSC has oversight authority
with respect to the state’s Medicaid rules.
(1) Objective of cost determination process. The objec-
tive of the cost determination process is to define direct and indirect
costs which are allowable and, therefore, may be considered for use
in the overall reimbursement determination process. The cost deter-
mination process seeks to collect accurate financial and other statis-
tical data which constitute the foundation upon which
reimbursements are determined.
(A) Cost-reporting. In order to ensure adequate fi-
nancial and statistical information upon which to base reimburse-
ment, DHS requires that each contracted provider submit a periodic
cost report or supplemental report. It is the responsibility of the
provider to submit accurate and complete information, in accordance
with all pertinent DHS cost reporting rules and cost report instruc-
tions, on the cost report and any supplemental reports required by
DHS.
(B) Pro forma costing. When historical costs are un-
available, such as in the case of a new program, reimbursement may
be based on a pro forma approach. This approach involves using
historical costs of delivering similar services, where appropriate data
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are available, and estimating the basic types and costs of products
and services necessary to deliver services meeting federal and state
requirements.
(2) Relationship between cost determination and reim-
bursement determination processes. The cost determination process
seeks to evaluate individual cost items of providers to determine
their allowability and to determine whether individual cost reports
are of reasonable accuracy for potential use in reimbursement deter-
mination. The reimbursement determination process takes the evalu-
ation of allowable costs one step further by comparing allowable
costs across providers to identify those levels of cost, either for
individual cost items or groups of cost items, which must be
incurred by efficient and economic providers of services meeting all
state and federal standards. Thus, all costs allowed in the cost
determination process may not necessarily be used in the reimburse-
ment determination process. The basic objective of the reimburse-
ment methodologies employed by DHS is to facilitate and balance
the broader objectives of the programs administered by the agency
by:
(A) promoting reasonable access for eligible clients
to services that meet federal and state quality standards via contract-
ing with an adequate number of qualified providers; and
(B) expending taxpayer dollars in a reasonable and
prudent manner such that eligible clients are served at the lowest
cost to taxpayers consistent with state and federal laws, standards
and regulations, and with program objectives.
§20.102. General Principles of Allowable and Unallowable Costs.
(a) Allowable and unallowable costs. Allowable and unal-
lowable costs, both direct and indirect, are defined to identify
expenses which are reasonable and necessary to provide contracted
client care and are consistent with federal and state laws and
regulations. When a particular type of expense is classified as
unallowable, the classification means only that the expense will not
be included in the database for reimbursement determination pur-
poses because the expense is not considered reasonable and/or
necessary. The classification does not mean that individual con-
tracted providers may not make the expenditure. The description of
allowable and unallowable costs is designed to be a general guide
and to clarify certain key expense areas. This description is not
comprehensive, and the failure to identify a particular cost does not
necessarily mean that the cost is an allowable or unallowable cost.
(b) Cost-reporting process. The primary objective of the
cost-reporting process is to provide a basis for determining appropri-
ate reimbursement to contracted providers. To achieve this objective,
the reimbursement determination process uses allowable cost infor-
mation reported on cost reports or other surveys. The cost report
collects actual allowable costs and other financial and statistical
information, as required. Costs may not be imputed and reported on
the cost report when no costs were actually incurred (except as
stated in §20.103(b)(16)(A)(i) of this title (relating to Specifications
for Allowable and Unallowable Costs) or when documentation does
not exist for costs even if they were actually incurred during the
reporting period.
(c) Accurate cost reporting. Accurate cost reporting is the
responsibility of the contracted provider. The contracted provider is
responsible for including in the cost report all costs incurred, based
on an accrual method of accounting, which are reasonable and
necessary, in accordance with allowable and unallowable cost guide-
lines in this section and in §20.103 of this title (relating to Specifica-
tions for Allowable and Unallowable Costs), revenue reporting
guidelines in §20.104 of this title (relating to Revenues), cost report
instructions, and applicable program rules. Reporting all allowable
costs on the cost report is the responsibility of the contracted
provider. The Texas Department of Human Services (DHS) is not
responsible for the contracted provider’s failure to report allowable
costs; however, in an effort to collect reliable, accurate, and verifi-
able financial and statistical data, DHS is responsible for providing
cost report training, general and/or specific cost report instructions,
and technical assistance to providers. Furthermore, if unreported
and/or understated allowable costs are discovered during the course
of an audit desk review or field audit, those allowable costs will be
included on the cost report or brought to the attention of the provider
to correct by submitting an amended cost report.
(d) Cost report training. DHS is responsible for conducting,
at no charge to the provider, comprehensive cost report training for
each contracted program. Beginning with the 1997 cost reports, it is
the responsibility of the provider to ensure that each preparer signing
the Cost Report Methodology Certification has attended cost report
training conducted by DHS. Preparers may be employees of the
provider or persons who have been contracted by the provider for
the purpose of cost report preparation. Preparers must attend cost
report training for each program for which a cost report is submitted.
Preparers must attend cost report training for two consecutive years,
after which they are required to attend training on at least a biannual
basis. A copy of the most recent cost report training certificate for
each preparer of the cost report must be submitted with each cost
report. Travel costs to attend the state-sponsored cost report training
are allowable within the travel limits specified in §20.103(b)(12) of
this title (relating to Specifications for Allowable and Unallowable
Costs). Contracted preparer’s fees to attend state-sponsored cost
report training are allowable.
(1) For nursing facilities, failure to file a completed cost
report signed by preparers who have attended the required cost
report training may result in vendor hold as specified in §19.2703 of
this title (relating to Vendor Hold).
(2) For all other programs, failure to file a completed
cost report signed by preparers who have attended the required cost
report training constitutes an administrative contract violation. In the
case of an administrative contract violation, procedural guidelines
and informal reconsideration and/or appeal processes are specified in
§20.111 of this title (relating to Administrative Contract Violations).
(e) Generally accepted accounting principles. Except as oth-
erwise specified by the cost determination process rules of this
chapter, cost report instructions, or policy clarifications, cost reports
should be prepared consistent with generally accepted accounting
principles (GAAP), which are those principles approved by the
American Institute of Certified Public Accountants (AICPA). Inter-
nal Revenue Service (IRS) laws and regulations do not necessarily
apply in the preparation of the cost report. In cases where cost
reporting rules differ from GAAP, IRS, or other authorities, DHS
rules take precedence for provider cost-reporting purposes.
(f) Allowable costs. Allowable costs are expenses, both
direct and indirect, that are reasonable and necessary, as defined in
paragraphs (1) and (2) of this subsection, and which meet the
requirements as specified in subsections (i), (j), and (k) of this
section, in the normal conduct of operations to provide contracted
client services meeting all pertinent state and federal requirements.
Only allowable costs are included in the reimbursement determina-
tion process.
(1) "Reasonable" refers to the amount expended. The
test of reasonableness includes the expectation that the provider
seeks to minimize costs and that the amount expended does not
exceed what a prudent and cost-conscious buyer pays for a given
item or service. In determining the reasonableness of a given cost,
the following are considered:
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(A) the restraints or requirements imposed by arm’s-
length bargaining, i.e., transactions with nonowners or other unre-
lated parties, federal and state laws and regulations, and contract
terms and specifications; and
(B) the action that a prudent person would take in
similar circumstances, considering his responsibilities to the public,
the government, his employees, clients, shareholders, and members,
and the fulfillment of the purpose for which the business was
organized.
(2) "Necessary" refers to the relationship of the cost,
direct or indirect, incurred by a provider to the provision of con-
tracted client care. Necessary costs are direct and indirect costs that
are appropriate in developing and maintaining the required standard
of operation for providing client care in accordance with the contract
and state and federal regulations. In addition, to qualify as a neces-
sary expense, a direct or indirect cost must meet all of the following
requirements:
(A) the expenditure was not for personal or other
activities not directly or indirectly related to the provision of con-
tracted services;
(B) the cost does not appear as a specific unallowable
cost in §20.103 of this title (relating to Specifications for Allowable
and Unallowable Costs);
(C) if a direct cost, it bears a significant relationship
to contracted client care. To qualify as significant, the elimination of
the expenditure would have an adverse impact on client health,
safety, or general well-being;
(D) the direct or indirect expense was incurred in the
purchase of materials, supplies, or services provided to clients or
staff in the normal conduct of operations to provide contracted client
care;
(E) the direct or indirect costs are not allocable to or
included as a cost of any other program in either the current, a prior,
or a future cost-reporting period;
(F) the costs are net of all applicable credits;
(G) allocated costs of each program are adequately
substantiated; and
(H) the costs are not prohibited under other pertinent
federal, state, or local laws or regulations.
(3) Direct costs are those costs which are incurred by a
provider which are definitely attributable to the operation of provid-
ing contracted client services. Direct costs include, but are not
limited to, salaries and nonlabor costs necessary for the provision of
contracted client care. Whether or not a cost is considered a direct
cost depends upon the specific contracted client services covered by
the program. In programs in which client meals are covered program
services, the salaries of cooks and other food service personnel are
direct costs, as are food, nonfood supplies, and other such dietary
costs. In programs in which client transportation is a covered
program service, the salaries of drivers are direct costs, as are
vehicle repairs and maintenance, vehicle insurance and depreciation,
and other such client transportation costs.
(4) Indirect costs are those shared costs which benefit, or
contribute to, the operation of providing contracted services, other
business components, or the overall entity with which DHS has
contracted. These costs could include, but are not limited to, admin-
istration salaries and nonlabor costs, building costs, insurance ex-
pense, and interest expense. Central office and/or home office
administrative expenses are considered indirect costs. Indirect costs
must be allocated, directly or as a pool of costs, across those
business components sharing in the benefits of those costs.
(g) Unallowable costs. Unallowable costs are expenses that
are not reasonable or necessary, according to the criteria specified in
subsection (f)(1)-(2) of this section and which do not meet the
requirements as specified in subsections (i), (j), and (k) of this
section or which are specifically enumerated in §20.103 of this title
(relating to Specifications for Allowable and Unallowable Costs) or
program-specific reimbursement methodology. Providers must not
report a cost on a cost report when the cost has been determined to
be unallowable. Such reporting may constitute fraud. (Refer to
§79.2103 of this title (relating to Statutory Bases) for the statutory
basis for Medicaid fraud and §20.106(a) of this title (relating to
Basic Objectives and Criteria for Audit and Desk Review of Cost
Reports)).
(1) For nursing facilities, placement as an allowable cost
on a cost report of a cost which has been determined to be
unallowable may result in vendor hold as specified in §19.2703 of
this title (relating to Vendor Hold).
(2) For all other programs, placement as an allowable
cost on a cost report of a cost which has been determined to be
unallowable constitutes an administrative contract violation. In the
case of an administrative contract violation, procedural guidelines
and informal reconsideration and/or appeal processes are specified in
§20.111 of this title (relating to Administrative Contract Violations).
(h) Other financial and statistical data. The primary purpose
of the cost report is to collect allowable costs to be used as a basis
for reimbursement determination. In addition, providers may be
required on cost reports to provide information in addition to allow-
able costs to support allowable costs, such as wage surveys, work-
ers’ compensation surveys, or other statistical and financial
information. Additional data requested may include, when specified
and in the appropriate section or line number specified, costs in-
curred by the provider which are unallowable costs. All information,
including other financial and statistical data, shown on a cost report
is subject to the documentation and verification procedures required
for an audit desk review and/or field audit.
(1) For nursing facilities, inaccuracy in providing, or
failure to provide, required financial and statistical data may result in
vendor hold as specified in §19.2703 of this title (relating to Vendor
Hold).
(2) For all other programs, inaccuracy in providing, or
failure to provide, required financial and statistical data constitutes
an administrative contract violation. In the case of an administrative
contract violation, procedural guidelines and informal reconsidera-
tion and/or appeal processes are specified in §20.111 of this title
(relating to Administrative Contract Violations).
(i) Related party transactions.
(1) In determining whether a contracted provider organi-
zation is related to a supplying organization, the tests of common
ownership and control are to be applied separately. Related to a
contracted provider means that the contracted provider to a signifi-
cant extent is associated or affiliated with, has control of, or is
controlled by the organization furnishing the services, equipment,
facilities, or supplies. Common ownership exists if an individual or
individuals possess any ownership or equity in the contracted pro-
vider and the institution or organization serving the contracted
provider. Control exists if an individual or an organization has the
power, directly or indirectly, to significantly influence or direct the
actions or policies of an organization or institution. If the elements
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of common ownership or control are not present in both organiza-
tions, then the organizations are deemed not to be related to each
other. The existence of an immediate family relationship will create
an irrebuttable presumption of relatedness through control or attribu-
tion of ownership or equity interests where the significance tests are
met. The following persons are considered immediate family for
cost-reporting purposes:
(A) husband and wife;
(B) natural parent, child, and sibling;
(C) adopted child and adoptive parent;
(D) stepparent, stepchild, stepsister, and stepbrother;
(E) father-in-law, mother-in-law, sister-in-law,
brother-in-law, son-in-law, and daughter-in-law;
(F) grandparent and grandchild;
(G) uncles and aunts by blood or marriage;
(H) nephews and nieces by blood or marriage; and
(I) first cousins.
(2) A determination as to whether an individual (or
individuals) or organization possesses ownership or equity in the
contracted provider organization and the supplying organization, so
as to consider the organizations related by common ownership, will
be made on the basis of the facts and circumstances in each case.
This rule applies whether the contracted provider organization or
supplying organization is a sole proprietorship, partnership, corpora-
tion, trust or estate, or any other form of business organization,
proprietary or nonprofit. In the case of a nonprofit organization,
ownership or equity interest will be determined by reference to the
interest in the assets of the organization, e.g., a reversionary interest
provided for in the articles of incorporation of a nonprofit corpora-
tion.
(3) The term control includes any kind of control,
whether or not it is legally enforceable and however it is exercisable
or exercised. It is the reality of the control which is decisive, not its
form or the mode of its exercise. The facts and circumstances in
each case must be examined to ascertain whether legal or effective
control exists. Since a determination made in a specific case repre-
sents a conclusion based on the entire body of facts and circum-
stances involved, such determination should not be used as a
precedent in other cases unless the facts and circumstances are
substantially the same. Organizations, whether proprietary or non-
profit, are considered to be related through control to their directors
in common.
(4) Costs applicable to services, equipment, facilities,
and supplies furnished to the contracted provider by organizations
related to the provider by common ownership or control are includ-
able in the allowable cost of the provider at the cost to the related
organization. However, the cost must not exceed the price of compa-
rable services, equipment, facilities, or supplies that could be pur-
chased or leased elsewhere. The purpose of this principle is twofold:
to avoid the payment of a profit factor to the contracted provider
through the related organization (whether related by common owner-
ship or control), and to avoid payment of artificially inflated costs
which may be generated from less than arm’s-length bargaining. The
related organization’s costs include all reasonable costs, direct and
indirect, incurred in the furnishing of services, equipment, facilities,
and supplies to the provider. The intent is to treat the costs incurred
by the supplier as if they were incurred by the contracted provider
itself. Therefore, if a cost would be unallowable if incurred by the
contracted provider itself, it would be similarly unallowable to the
related organization. The principles of reimbursement of contracted
provider costs described throughout this title will generally be
followed in determining the reasonableness and allowability of the
related organization’s costs, where application of a principle in a
nonprovider entity would be clearly inappropriate.
(5) An exception is provided to the general rule applica-
ble to related organizations. The exception applies if the contracted
provider demonstrates on each cost report by convincing evidence to
the satisfaction of DHS that certain criteria have been met. If all of
the conditions of this exception are met, then the charges by the
supplier to the contracted provider for such services, equipment,
facilities, or supplies are allowable costs. If Medicare has made a
determination that a related party situation does not exist or that an
exception to the related party definition was granted, DHS will
review the determination made by Medicare to determine if it is
applicable to the current situation of the contracted provider and in
compliance with this subsection (relating to Related party transac-
tions). In order to have the Medicare determination considered for
approval by the department, a copy of the applicable Medicare
determination must accompany each affected cost report submitted
to the department, along with evidence supporting the Medicare
determination for the current cost report period. If the exception
granted by Medicare no longer is applicable due to changes in
circumstances of the contracted provider or because the circum-
stances do not apply to the contracted provider, DHS may choose
not to accept the Medicare determination. The contracted provider
must demonstrate that the following criteria have been met.
(A) The supplying organization is a bona fide sepa-
rate organization. This means that the supplier is a separate sole
proprietorship, partnership, joint venture, association or corporation
and not merely an operating division of the contracted provider
organization.
(B) A majority of the supplying organization’s busi-
ness activity of the type carried on with the contracted provider is
transacted with other organizations not related to the contracted
provider and the supplier by common ownership or control and there
is an open, competitive market for the type of services, equipment,
facilities, or supplies furnished by the organization. In determining
whether the activities are of similar type, it is important also to
consider the scope of the activity. The requirement that there be an
open, competitive market is merely intended to assure that the item
supplied has a readily discernible price that is established through
arm’s-length bargaining by well-informed buyers and sellers.
(C) The services, equipment, facilities, or supplies are
those which commonly are obtained by entities such as the con-
tracted provider from other organizations and are not a basic element
of contracted client care ordinarily furnished directly to clients by
such entities. This requirement means that entities such as the
contracted provider typically obtain the services, equipment, facili-
ties, or supplies from outside sources, rather than producing them
internally.
(D) The charge to the contracted provider is in line
with the charge of such services, equipment, facilities, or supplies in
the open, competitive market and no more than the charge made
under comparable circumstances to others by the organization for
such services, equipment, facilities, or supplies.
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(6) Disclosure of all related-party information on the
cost report is required for all costs reported by the contracted
provider, including related-party transactions occurring at any level
in the provider’s organization, (e.g., the central office level, and the
individual contracted provider level). The contracted provider must
make available, upon request, adequate documentation to support the
costs incurred by the related party. Such documentation must include
an identification of the related person’s or organization’s total costs,
the basis of allocation of direct and indirect costs to the contracted
provider, and other business entities served. If a contracted provider
fails to provide adequate documentation to substantiate the cost to
the related person or organization, then the reported cost is unallow-
able. For further guidelines regarding adequate documentation, refer
to §20.105(b)(2) of this title (relating to General Reporting and
Documentation Requirements, Methods, and Procedures).
(7) When calculating the cost to the related organization,
the cost-determination guidelines specified in §20.102 and §20.103
of this title (relating to General Principles of Allowable and Unal-
lowable Costs and Specifications for Allowable and Unallowable
Costs) apply.
(j) Cost allocation. Direct costing must be used whenever
reasonably possible. Direct costing means that allowable costs,
direct or indirect, incurred for the benefit of, or directly attributable
to, a specific business component must be directly charged to that
particular business component. In the case of direct costs as defined
in subsection (f)(3) of this section, direct costing is required. In the
case of indirect costs as defined in subsection (f)(4) of this section, it
is necessary to allocate these costs either directly or as a pool of
costs across those business components sharing in the benefits.
(1) If cost allocation is necessary for cost-reporting pur-
poses, contracted providers must use reasonable methods of alloca-
tion and must be consistent in their use of allocation methods for
cost-reporting purposes across all program areas and business enti-
ties.
(A) The allocation method should be a reasonable
reflection of the actual business operations. Allocation methods that
do not reasonably reflect the actual business operations and re-
sources expended toward each unique business entity are not accept-
able. Allocated costs are adjusted if DHS considers the allocation
method to be unreasonable. An indirect allocation method approved
by some other department, program, or governmental entity is not
automatically approved by DHS for cost-reporting purposes.
(B) DHS reviews each cost-reporting allocation
method on a case-by-case basis in order to ensure that the reported
costs fairly and reasonably represent the operations of the contracted
provider. If in the course of an audit it is determined that an existing
or approved allocation method does not fairly and reasonably repre-
sent the operations of the contracted provider, then an adjustment to
the allocation method will be made consistent with subsection (f)
(3)-(4) of this section. A contracted provider may request an infor-
mal review, and subsequently an appeal, of a decision concerning its
allocation methods in accordance with §20.110 of this title (relating
to Informal Reviews and Formal Appeals).
(C) Any allocation method used for cost-reporting
purposes must be consistently applied across all contracted programs
and business entities in which the contracted provider has an inter-
est.
(D) Any change in cost-reporting allocation methods
from one year to the next must be fully disclosed by the contracted
provider on its cost report, must be accompanied by a written
explanation of the reasons and justification for such change, and
must be accompanied by written prior approval from DHS’s Rate
Analysis Department.
(i) Requests for approval of a provider’s change in
cost-reporting allocation method must be received by DHS’s Rate
Analysis Department prior to the end of the contracted provider’s
fiscal year. Requests for approval of allocation methods will not be
acceptable as a basis for the extension of the cost report due date.
(ii) The Rate Analysis Department will forward its
written decision to the contracted provider within 45 days of its
receipt of the provider’s original written request. If sufficient docu-
mentation is not provided by the provider to verify the acceptability
of the allocation method, then DHS may extend the decision time
frame. However, an extension of the due date of the cost report will
not be granted. Written decisions made on or after the due date of
the cost report will apply to the next year’s cost report. A contracted
provider may request an informal review, and subsequently an
appeal, of a decision concerning its allocation methods in accord-
ance with §20.110 of this title (relating to Informal Reviews and
Formal Appeals).
(iii) Providers must use an allocation method ap-
proved or required by DHS. A change in an allocation must be
disclosed to DHS.
(I) For nursing facilities, failure to disclose a
change in an allocation method or failure to use the allocation
method approved or required by DHS may result in vendor hold as
specified in §19. 2703 of this title (relating to Vendor Hold).
(II) For all other programs, failure to disclose a
change in an allocation method or failure to use the allocation
method approved or required by DHS constitutes an administrative
contract violation. In the case of an administrative contract violation,
procedural guidelines and informal reconsideration and/or appeal
processes are specified in §20.111 of this title (relating to Adminis-
trative Contract Violations).
(E) Any new contracted provider submitting its first
cost report must have its cost-reporting allocation methods approved
by the DHS’s Rate Analysis Department prior to submitting its first
cost report. Submittal of a cost report for a new contracted provider
without an approved allocation method is considered a failure to file
a completed cost report in accordance with §20.105(b)(4)(C) of this
title (General Reporting and Documentation Requirements, Methods,
and Procedures).
(i) Requests for approval of a new provider’s cost
report allocation methods must be received by the Rate Analysis
Department 60 days prior to the due date of the cost report. Requests
for approval of allocation methods will not be acceptable as a basis
for the extension of the cost report due date.
(ii) The Rate Analysis Department will forward its
written decision to the contracted provider within 45 days of its
receipt of the provider’s original written request. If sufficient docu-
mentation is not provided by the provider to verify the acceptability
of the allocation method, then DHS may extend the decision time
frame. However, an extension of the due date of the cost report will
not be granted. Written decisions made on or after the due date of
the cost report will apply to the next year’s cost report. A contracted
provider may request an informal review, and subsequently an
appeal, of a decision concerning its allocation methods in accord-
ance with §20.110 of this title (relating to Informal Reviews and
Formal Appeals).
(2) Cost-reporting methods for allocating costs must be
clearly and completely documented in the contracted provider’s
workpapers, with details as to how pooled costs are allocated to each
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segment of the business entity, for both contracted and
noncontracted programs.
(A) If a contracted provider has questions regarding
the reasonableness of an allocation method, that contracted provider
should request written approval from the Rate Analysis Department
prior to submitting a cost report utilizing the allocation method in
question. Requests for approval must be received by the Rate
Analysis Department prior to the end of the contracted provider’s
fiscal year. Requests for approval of allocation methods will not be
acceptable as a basis for the extension of the cost report due date.
(B) The Rate Analysis Department will forward its
written decision to the contracted provider within 45 days of its
receipt of the original written request. If sufficient documentation is
not provided by the provider to verify the acceptability of the
allocation method, DHS may extend the decision time frame. How-
ever, an extension of the due date of the cost report will not be
granted. Written decisions made on or after the due date of the cost
report will apply to the next year’s cost report. A contracted provider
may request an informal review, and subsequently an appeal, of a
decision concerning its allocation methods in accordance with
§20.110 of this title (relating to Informal Reviews and Formal
Appeals).
(3) When a building is shared and the building usage is
separate and distinct for each entity using the building, the building
costs, such as rent, depreciation, utilities, maintenance, and insur-
ance, should be allocated based upon square footage and may not be
allocated with other indirect costs as a pool of costs. When the same
building space is shared by various entities, the shared building
costs, such as rent, depreciation, utilities, maintenance, and insur-
ance, should be allocated using a reasonable method which reflects
the actual usage, such as an allocation based on time in shared
activity areas or meals served in shared dining and kitchen areas.
(4) Where costs are shared, are not directly chargeable
and are allocated as a pool of costs, the following allocation methods
are acceptable for cost-reporting purposes.
(A) If all the business components of a contracted
provider have equivalent units of equivalent service, indirect costs
must be allocated based upon each business component’s units of
service. For example, if a provider had two nursing facilities,
indirect costs requiring allocation as a pool of costs must be allo-
cated based upon each nursing facility’s units of service, since the
units of service are equivalent units and the services are equivalent
services. If a provider had a nursing facility and a residential care
program, indirect costs requiring allocation as a pool of costs could
not be allocated based upon units of service because even though the
units of service for a nursing facility and a residential care facility
are equivalent units, the services are not equivalent services. If a
home health agency has indirect costs requiring allocation as a pool
of costs across its Medicare home health services and its Medicaid
primary home care services, it could not use units of service to
allocate those costs, since neither the units of service nor the
services are equivalent.
(B) If all of a contracted provider’s business compo-
nents are labor-intensive without programmatic residential facility or
residential building costs, the contracted provider must allocate its
indirect costs requiring allocation as a pool of costs based either on
each business component’s pro rata share of salaries or labor costs
or on a cost-to-cost basis.
(i) For cost-reporting cost allocation purposes, the
term "salaries" includes wages paid to employees directly charged to
the specific business component. The term "salaries" also includes
fees paid to contracted individuals, excluding consultants, who per-
form services routinely performed by employees, which are directly
charged to the specific business component. The term "salaries" does
not include payroll taxes and employee benefits associated with the
wages of employees.
(ii) For cost-reporting cost-allocation purposes,
the term "labor costs" includes salaries as defined in clause (i) of
this subparagraph, plus the payroll taxes and employee benefits
associated with the wages of the employees.
(iii) The cost-to-cost method allocates costs based
upon the percentage of each business component’s directly-charged
costs to the total directly-charged costs of all business components.
(C) If a contracted provider’s business components
are mixed, with some being labor-intensive and others having a
programmatic residential or institutional component, the contracted
provider must allocate its indirect costs requiring allocation as a pool
of costs either:
(i) based upon the ratio of each business compo-
nent’s total costs less that business component’s facility or building
costs, as related to the contracted provider’s total business compo-
nent costs less facility or building costs for all the contracted
provider’s business components; or
(ii) based upon the labor costs method stated in
subparagraph (B)(ii) of this paragraph.
(D) In order to achieve a more accurate and repre-
sentative reporting of costs than results from allocating indirect costs
as a pool of costs, a provider may choose to allocate its indirect
shared expenses on a functional basis. For example, costs of a
central payroll operation could be allocated to all business compo-
nents based on the number of checks issued; the costs of a central
purchasing function could be allocated based on the dollar amount
of purchases made or requisitions handled; payroll costs for an
employee working across business components could be allocated
based upon that employee’s time sheets and/or a documented time
study; food costs could be allocated based upon the number of meals
served; transportation equipment costs could be allocated based
upon mileage logs.
(E) Because the determination of reimbursement is
based on cost data, allocation methods based upon revenue streams
are inappropriate and unallowable.
(k) Net expenses. Net expenses are gross expenses less any
purchase discounts or returns and allowances. Purchase discounts are
cash discounts reducing the purchase price as a result of prompt
payment, quantity purchases, or for other reasons. Purchase returns
and allowances are reductions in expenses resulting from returned
merchandise or merchandise which is damaged, lost, or incorrectly
billed. Only net expenses may be reported on the cost report.
Expenses reported on the cost report must be adjusted for all such
purchase discounts or returns and allowances.
§20.103. Specifications for Allowable and Unallowable Costs.
(a) Introduction. The following list of allowable and unal-
lowable costs is not comprehensive but serves as a guide and
clarifies certain key expense areas. If a particular type of expense is
classified as unallowable for purposes of reporting on a cost report,
it does not mean that individual contracted providers may not make
such expenditures. Except where specific exceptions are noted, the
allowability of all costs is subject to the general principles specified
in §20.102 of this title (relating to General Principles of Allowable
and Unallowable Costs). In addition, refer to program-specific al-
lowable and unallowable costs, as applicable.
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(1) Accounting and audit fees. See subsection
(b)(2)(C)(i) of this section.
(2) Advertising and public relations. See subsection
(b)(13) of this section.
(3) Amortization expense. See subsection (b)(7) of this
section.
(4) Bad debt expense. See subsection (b)(17)(M) of this
section.
(5) Boards of directors. See subsection (b)(2)(E) of this
section.
(6) Bonuses. See subsection (b)(1)(A)(i) of this section.
(7) Central office costs. See subsection (b)(4) of this
section.
(8) Charity allowance. See subsection (b)(17)(N) of this
section.
(9) Compensation of employees. See subsection (b)(1) of
this section.
(10) Compensation of owners and related parties. See
subsection (b)(2) of this subsection.
(11) Compensation of outside consultants. See subsec-
tion (b)(2)(C) of this section.
(12) Courtesy allowance. See subsection (b)(17)(N) of
this subsection.
(13) Depreciation expense. See subsection (b)(7) of this
section.
(14) Donated revenues. See subsection (b)(15) of this
section.
(15) Donated services, supplies, and assets. See subsec-
tion (b)(16) of this section.
(16) Dues or contributions to organizations. See subsec-
tion (b)(11) of this section.
(17) Employee relations expenses. See subsection
(b)(17)(A) of this section.
(18) Employment-related taxes. See subsection (b)(9)(B)
of this section.
(19) Endowment income. See subsection (b)(15) of this
section.
(20) Expenses not related to contracted services. See
subsection (b)(17) (H) of this section.
(21) Fines and penalties. See subsection (b)(17)(G) of
this section.
(22) Franchise tax. See subsection (b)(9)(C) of this sec-
tion.
(23) Finance charges. See subsection (b)(8)(E) of this
section.
(24) Franchise fees. See subsection (b)(17)(C) of this
section.
(25) Fringe benefits. See subsection (b)(1)(A)(iii) of this
section.
(26) Fundraising activities. See subsection (b)(14) of this
section.
(27) Gains on disposal of assets. See subsection (b)(7)(F)
of this section.
(28) Gifts. See subsection (b)(15) of this section.
(29) Goodwill. See subsection (b)(7) and (17)(C)(ii) of
this section.
(30) Grants, gifts and income from endowments. See
subsection (b)15) of this section.
(31) In-kind donations. See subsection (b)(16) of this
section.
(32) Insurance expense. See subsection (b)(10) of this
section.
(33) Interest expense. See subsection (b)(8) of this sec-
tion.
(34) Legal fees. See subsection (b)(2)(C)(ii) of this sec-
tion.
(35) Life insurance. See subsection (b)(10)(G) of this
section.
(36) Litigation expenses and awards. See subsection
(b)(17)(I) of this section.
(37) Lobbying costs. See subsection (b)(17)(J) of this
section.
(38) Losses on disposal of assets. See subsection
(b)(7)(F) of this section.
(39) Losses due to theft. See subsection (b)(17)(L) of
this section.
(40) Management fees. See subsection (b)(3) of this sec-
tion.
(41) Medicaid as payor of last resort. See subsection
(b)(18) of this section.
(42) Medical supplies and medical costs. See subsection
(b)(17)(F) of this section.
(43) Nonpaid workers. See subsection (b)(2)(D) of this
section.
(44) Operating revenue. See subsection (b)(15)(D) of this
section.
(45) Organization costs. See subsection (b)(17)(B) of this
section.
(46) Payroll taxes and insurance. See subsection
(b)(1)(A)(ii) of this section.
(47) Penalties. See subsection (b)(17)(G) of this section.
(48) Planning and evaluation expenses. See subsection
(b)(7)(E) of this section.
(49) Promotional activities. See subsection (b)(14) of this
section.
(50) Public relations. See subsection (b)(13) of this sec-
tion.
(51) Repairs and maintenance. See subsection (b)(6) of
this section.
(52) Research and development costs. See subsection
(b)(17)(E) of this section.
(53) Salaries and wages. See subsection (b)(1) and (2) of
this section.
(54) Self-insurance. See subsection (b)(10)(B) of this
section.
(55) Staff training costs. See subsection (b)(12)(A) of
this section.
(56) Startup costs. See subsection (b)(17)(D) of this sec-
tion.
(57) Tax expense and credits. See subsection (b)(9) of
this section.
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(58) Travel costs. See subsection (b)(12)(B) of this sec-
tion.
(59) Utilities. See subsection (b)(5) of this section.
(60) Volunteers. See subsection (b)(2)(D) of this section.
(61) Voucher-paid expenses. See subsection (b)(17)(K)
of this section.
(62) Workers’ compensation insurance. See subsection
(b)(10) of this section.
(b) Allowable and unallowable costs.
(1) Compensation of employees. Compensation includes
both cash and non-cash forms of compensation subject to federal
payroll tax regulations. Compensation includes wages and salaries
(including bonuses); payroll taxes and insurance; and fringe benefits.
Payroll taxes and insurance include Federal Insurance Contributions
Act (old age, survivors, and disability insurance (OASDI) and
Medicare hospital insurance); Unemployment Compensation Insur-
ance; and Workers’ Compensation Insurance.
(A) Allowable compensation of employees is com-
pensation paid to employees in arm’s-length transactions as
nonowners and non-related parties and is subject to the reasonable
and necessary costs which must be incurred by providers in the
provision of contracted client services. Guidelines for compensation
of owners and related parties are specified in paragraph (2) of this
subsection.
(i) A bonus is a type of compensation granted to
employees as a wage enhancement. Bonuses paid to employees in
arm’s-length transactions are allowable costs, subject to the reason-
able and necessary costs which must be incurred by providers in the
provision of contracted client services. In determining the employee
classification type, part-time employees may be considered a differ-
ent classification type than full-time employees. To be allowable,
bonuses to owners and/or related parties:
(I) must not represent any form of profit shar-
ing and must not be determined on the level of profit earned by the
contracted provider;
(II) effective with the 1997 cost report, must be
clearly defined in a written agreement or employment policy;
(III) must not be made only to related parties,
in which case the bonuses are unallowable costs;
(IV) must be based upon the same criteria for
all members of the same employee classification type;
(V) must be made available to all employees
of the same classification type, unless the employee classification
type predominantly consists of related parties, in which case the
bonuses are unallowable costs; and
(VI) must not discriminate in favor of certain
employees, such as employees who are officers, stockholders, or the
highest paid individual(s) of the organization.
(ii) Payroll taxes and insurance are described in
paragraph (9) of this subsection, concerning tax expense and credits,
and paragraph (10) of this subsection.
(iii) Fringe benefits are amounts paid to or on
behalf of an employee, in addition to direct salary or wages, and
from which the employee, his dependent, or his beneficiary derives a
personal benefit before or after the employee’s retirement or death.
(I) Fringe benefits paid to employees in arm’s
length transactions as nonowners and non-related parties are allow-
able costs, subject to the reasonable and necessary costs which must
be incurred by providers in the provision of contracted client care.
To be allowable, fringe benefits paid to owners and/or related parties
must not discriminate in favor of certain employees, such as employ-
ees who are officers, stockholders, or the highest paid individual(s)
of the organization.
(II) Allowable fringe benefits are reported on
cost reports either as salaries and/or wages, as employee benefits, or
as costs applicable to specific cost areas. Any fringe benefit subject
to payroll taxes is reported as salary and wages. Allowable fringe
benefits which are routinely reported as salaries and wages include
paid vacations, paid holidays, sick leave, voting leave, court or jury
duty leave, and/or all-inclusive paid days, as specified in subclause
(III)(-c-) of this clause. Allowable fringe benefits which are rou-
tinely reported as employee benefits include employer contributions
to certain deferred compensation plans, as specified in subclause
(III)(-a-) of this clause, employer contributions to an employee
retirement fund or certain pension plans, as specified in subclause
(III)(-b-) of this clause, and costs of certain employer-paid health,
life, and disability insurance premiums, as specified in subclause
(III)(-f-) of this clause. The contracted provider’s unrecovered cost
of meals and room and board furnished to direct care employees are
fringe benefits which are reported as costs applicable to specific cost
areas, as specified in subclause (III)(-e-) of this clause, unless they
are subject to payroll taxes, whereas they are reported as salaries and
wages.
(III) Fringe benefits include the following:
(-a-) Employer contributions to certain de-
ferred compensation plans. Deferred compensation is remuneration
currently earned by an employee but which is not received until a
subsequent period, usually after retirement. For the cost to be
allowable, the deferred compensation plan must be formal, estab-
lished, and maintained by the contracted provider and communicated
to all eligible employees. A formal plan is one that is provided for in
a written agreement executed between the contracted provider and
the participating employees. The plan must:
(-1-) prescribe the method for calculat-
ing all contributions to the fund;
(-2-) be funded with contributions made
systematically to a funding agency outside the contracted provider’s
ownership or control, such as a trustee, an insurance company, or a
custodial bank account;
(-3-) provide for the protection of the
plan’s assets;
(-4-) designate the requirements for
vested benefits;
(-5-) provide the basis for the computa-
tion of the amounts of benefits to be paid;
(-6-) be expected to continue despite
normal fluctuations in the contracted provider’s economic experi-
ence; and
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(-7-) use all fund contributions and earn-
ings for the sole benefit of the participating employees. Contribu-
tions made during the cost-reporting period to a deferred
compensation plan meeting the requirements specified in subitems (-
1-)-(-7-) of this item which represent legal obligations of the con-
tracted provider and which are clearly enumerated as to dollar
amount are allowable costs and should be reported on cost reports as
employee benefits. Reasonable trustee or custodial fees paid by the
contracted provider will be allowed as an administrative cost. How-
ever, such fees will not be allowable where the deferred compensa-
tion plan provides that they will be paid out of the corpus or
earnings of the fund.
(-b-) Employer contributions to an em-
ployee retirement fund or certain pension plans. A pension plan is a
type of deferred compensation plan which is established and main-
tained by the employer to provide systematic payment of definitely
determinable benefits to its employees over a period of years, or for
life, after retirement. Such a plan may include disability, withdrawal,
option for lump-sum payment, or insurance or survivorship benefits
incidental and directly related to the pension benefits. A pension
plan must meet all the requirements of a deferred compensation
plan. All employees’ pension fund rights must be nonforfeitable
after such time as they vest under the plan. Pension fund rights
cannot be contingent on continuance of employment or other factors.
Only the amount the contracted provider or employer contributed to
the pension fund during the reporting period is allowable and should
be reported as an employee benefit. To be allowable, contributions
representing the employee’s share cannot revert to the contracted
provider. However employer-paid contributions can revert to the
contracted provider in the event an employee does not vest.
(-c-) Paid leave. Paid vacations, paid holi-
days, sick leave, voting leave, court or jury duty leave, and/or all-
inclusive paid days, all are reported as employee salaries and/or
wages rather than as employee benefits, as follows:
(-1-) A vacation benefit is a right
granted by an employer to an employee to be absent from his job for
a stipulated period of time without loss of pay or to be paid an
additional salary in lieu of taking a vacation. The contracted provid-
er’s vacation policy must be consistent among all employees of a
specific category. Vacation expense subject to payroll taxes must be
reported as salaries and wages. Accrued vacation expense not yet
subject to payroll taxes must be reported as employee benefits.
Providers must maintain adequate documentation to substantiate that
costs reported one year as accrued benefits are not also reported,
either the same or another year, as salaries and wages.
(-2-) The cost of sick leave taken, or
payment in lieu of sick leave taken, is not to exceed the salary or
wage the employee would have earned had they reported for work.
Sick leave costs subject to payroll taxes must be reported as salaries
and wages. Accrued sick leave costs not yet subject to payroll taxes
must be reported as employee benefits. Providers must maintain
adequate documentation to substantiate that costs reported one year
as accrued benefits are not also reported, either the same or another
year, as salaries and wages.
(-3-) A formal plan for all-inclusive paid
days off (PDO) is one under which all employees earn accrued
vested leave, or payment in lieu of leave taken, for an unallocated
combination of occasions such as illness, medical appointments,
holidays, vacations, family leave, and care of a sick child, based on
actual hours worked. The cost of PDO subject to payroll taxes must
be reported as salaries and wages. Accrued costs of PDO not yet
subject to payroll taxes must be reported as employee benefits.
Providers must maintain adequate documentation to substantiate that
costs reported one year as accrued benefits are not also reported,
either the same or another year, as salaries and wages.
(-d-) Provider-paid instructional courses
benefiting the employee’s interest. Costs related to provider-paid
instructional courses for the benefit of the employee only are unal-
lowable costs. Refer to paragraph (12)(A) of this subsection, con-
cerning staff training costs.
(-e-) Contracted provider’s unrecovered
cost of meals and room and board furnished on-site to direct care
employees. Any reasonable unrecovered cost of meals and/or room
and board furnished on-site by a contracted provider to its direct
care employees, which are equivalent to the meals and/or room and
board provided to clients, are allowable costs since they are related
to client care in that such reasonable costs are appropriate and
helpful in developing and maintaining the contracted provider’s
operations to deliver contracted services. Such allowable costs
should be reported in the cost area where the costs were incurred,
such as meal costs being reported in the cost area associated with
food and meal preparation and room and/or board costs being
reported in the cost area associated with building costs.
(-f-) Costs of health, disability and life in-
surance premiums paid or incurred by the contracted provider if the
benefits of the policy are payable to the employee or his beneficiary.
Report allowable health, disability, and life insurance premium costs
as employee benefits. Refer to paragraph (10) of this subsection,
concerning insurance expense.
(B) Compensation of employees that is not clearly
enumerated as to dollar amount or which represent profit or surplus
revenue distributions are unallowable costs. Accrued expenses that
are not legal obligations of the contracted provider are unallowable
costs, including any form of profit sharing and the accrued liabilities
of unfunded deferred compensation plans.
(2) Compensation of owners and related parties. Com-
pensation includes both cash and non-cash forms of compensation
subject to federal payroll tax regulations. Compensation includes
withdrawals from an owner’s capital account; wages and salaries
(including bonuses); payroll taxes and insurance; and fringe benefits.
Payroll taxes and insurance include Federal Insurance Contributions
Act (old age, survivors, and disability insurance (OASDI) and
Medicare hospital insurance); Unemployment Compensation Insur-
ance; and Workers’ Compensation Insurance. Allowable compensa-
tion must be reported as salaries and not as management fees.
(A) Allowable compensation of owners and related
parties.
(i) A person who is a sole proprietor, partner, or
corporate stockholder-employee owning any of the outstanding stock
of the contracted provider is considered an owner for the purposes of
this subparagraph. Allowable compensation for a related party, as
defined in §20.102(i) of this title (relating to General Principles of
Allowable and Unallowable Costs), a sole proprietor-employee, a
partner-employee, or a corporate stockholder-employee is governed
by the principles that the services rendered are necessary functions
and that the remuneration is the reasonable value of the services
rendered.
(I) A function is deemed necessary when, if the
owner or related party had not performed said function, the con-
tracted provider would have had to employ another person to
perform that function. To be necessary, a function must pertain to
direct or indirect activities in the provision or supervision of con-
tracted client services. The fact that an owner may have potential
supervisory and managerial authority and responsibility is not as
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important as the manner in which this authority and responsibility is
actually exercised. As an example, the right of the owner-
administrator to overrule decisions does not solely constitute a basis
for recognition of compensation comparable to nonowner-
administrators.
(II) The test of reasonableness requires that the
compensation of owners or related parties be such an amount as
would ordinarily be paid for comparable services performed by
nonowners or unrelated parties. Reasonable compensation is limited
to the fair market value of services rendered by the owner or related
party in connection with contracted client care. Education and
experience of the owner are pertinent only as they relate to the job
being performed and the services being rendered. For example,
where an owner-administrator is also a physician or a nurse or a
lawyer, but the services evaluated are administrative in nature rather
than the actual practice of medicine or nursing or law, the allowable
compensation is based on the compensation nonphysician or
nonnurse or nonlawyer administrators receive rather than on the rate
physicians or nurses or lawyers receive for their professional ser-
vices.
(ii) The compensation must be for services per-
formed by the related party, owner, partner, or stockholder that do
not duplicate services performed by another employee of the con-
tracted provider.
(iii) Compensation for "full-time" service requires
that at least 40 hours per week be devoted to the duties of the
position for which compensation is requested. For owners devoting
less than 40 hours per week to the position, allowable compensation
is limited to the proportion of 40 hours actually devoted to the
contract services. Documentation regarding owners and related
parties must be kept in accordance with §20.105(b)(2)(B)(xi) of this
title (relating to General Reporting and Documentation Require-
ments, Methods, and Procedures).
(iv) Compensation must be in accordance with
paragraph (1)(A) of this subsection concerning compensation of
employees, must be made in regular periodic payments, must be
subject to payroll or self-employment taxes, and must be verifiable
by adequate documentation maintained by the contracted provider.
(B) Unallowable compensation of owners and related
parties.
(i) Forms of compensation that are not clearly
enumerated as to dollar amount or which represent profit or surplus
revenue distributions are unallowable costs.
(ii) Compensation in the form of salaries, benefits,
or any form of perquisite provided to owners, partners, officers,
directors, stockholders, employees, or others who do not provide
services directly to clients or who do not provide services required
in the normal conduct of operations to provide contracted client
services, is an unallowable cost. Services which would be required
in the normal conduct of operations to provide contracted client
services would include expenses such as administration of the
program or supervision of direct care staff.
(C) Compensation for outside consultants and fees
for services provided by outside vendors. Allowable compensation
for outside consultants and contracted services must meet the criteria
in §20.102 of this title (relating to General Principles of Allowable
and Unallowable Costs). Specific criteria for certain types of com-
pensation of outside consultants and contracted services are as
follows:
(i) Accounting and audit fees.
(I) Allowable accounting and audit fees. Fees
for preparation of business tax reports and returns, financial state-
ments, and cost reports are allowable costs. Audit fees associated
with the performance of a financial audit are allowable costs.
(II) Unallowable accounting and audit fees.
Expenses related to the preparation of personal tax returns are
unallowable costs as are certain taxes. Refer to paragraph (9) of this
subsection, concerning tax expense and credits. Audit fees associ-
ated with the performance of a single audit are unallowable costs.
The cost attributable to a financial audit that was conducted along
with a single audit is allowable if the cost of the financial audit can
be identified separately from the cost attributable to the single audit.
Accounting fees and related costs associated with litigation between
a provider and a governmental entity are unallowable. Accounting
costs associated with any other unallowable costs are also unallow-
able. Fees related to the preparation of annual reports, reports to
stockholders or other interested parties, or for investment manage-
ment are unallowable costs.
(ii) Legal fees. Legal retainers are not allowable in
and of themselves, but rather must be documented as specified in
§20.105(b)(2)(B) (viii) of this title (relating to General Reporting
and Documentation Requirements, Methods, and Procedures). Legal
costs associated with litigation between a provider and a governmen-
tal entity are unallowable. Legal costs associated with any other
unallowable costs are also unallowable.
(D) Value of services of nonpaid workers. Since the
contracted provider incurs no actual costs for nonpaid and/or volun-
teer workers, the value of the nonpaid work is not an element of
cost; and the value of such nonpaid work is an unallowable cost.
(E) Boards of directors. Fees and expenses related to
boards of directors are unallowable costs except for:
(i) Travel costs incurred by the contracted provid-
er’s board members to attend meetings of the contracted provider’s
board of directors are allowable costs in accordance with the travel
guidelines as stated in paragraph (12)(B) of this subsection; and
(ii) Errors and omissions (liability) insurance for
boards of directors are allowable costs.
(3) Management fees.
(A) Allowable management fees. Reasonable man-
agement fees paid to unrelated parties are allowable costs. Allowable
management fees paid to related parties are the actual costs to the
related party for the materials, supplies, and services provided
directly to the individual contracted provider. Any related party
compensation or owner compensation included in allowable man-
agement fees paid to related parties must follow the guidelines
specified in §20.102(i) of this title (relating to General Principles of
Allowable and Unallowable Costs) and in paragraph (2) of this
subsection, concerning compensation of owners and related parties.
Expenses for management provided by the contracted provider’s
central office must be reported as central office costs on the cost
report. Cash management fees related to minimizing interest costs
and banking expenses in the management of operating revenue
necessary for contracted services are allowable costs.
(B) Unallowable management fees. Fees for manage-
ment of personal investments or investments not necessary for the
provision of contracted services are unallowable costs.
(4) Central office costs. A chain organization consists of
a group of two or more contracted entities which are owned, leased
or controlled through any other arrangement by one organization. A
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chain may also include business organizations which are engaged in
other activities and which are not contracted program entities. Cen-
tral offices of a chain organization vary in the services furnished to
the components in the chain. The relationship of the central office to
an entity providing contracted services is that of a related party
organization to a contracted provider. Central offices usually furnish
central management and administrative services such as central
accounting, purchasing, personnel services, management direction
and control, and other necessary services. To the extent the central
office furnishes services related directly or indirectly to contracted
client care, the reasonable costs of such services are allowable.
Allowable central office costs include costs directly related to those
services necessary for the provision of client care for contracted
services in Texas and an appropriate share of allowable indirect
costs. Where functions of the central office have no direct or indirect
bearing on delivering contracted client care, the cost for those
functions are not allowable costs. Costs which are unallowable to the
contracted provider are also unallowable as central office costs.
Where a contracted provider is furnished services, facilities, or
supplies from its central office, the costs allowed are subject to the
guidelines of related party transactions in §20.102(i) of this title
(relating to General Principles of Allowable and Unallowable Costs).
Owner-employees and related parties receiving compensation for
services provided through the central office are allowable to the
extent provided in paragraph (2)(A) and (B) of this subsection,
concerning compensation of owners and related parties.
(5) Utilities. To be allowable, the utilities must be used
directly or indirectly in the provision of contracted services.
(6) Repairs and maintenance. For cost-reporting pur-
poses, repairs and maintenance are categorized as ordinary or ex-
traordinary (major) repairs and should be handled as follows.
(A) Ordinary repairs and maintenance are defined as
outlays for parts, labor, and related supplies which are necessary to
keep the asset in operating condition, but neither add materially to
the use value of the asset nor prolong its life appreciably. Ordinary
repairs are recurring and usually involve relatively small expendi-
tures. Ordinary repairs include, but are not limited to, painting, wall
papering, copy machine repair, repairing an electrical circuit, or
replacing spark plugs. Because maintenance costs and ordinary
repairs are similar, they are usually combined for accounting pur-
poses. Ordinary repairs may be expensed.
(B) Extraordinary repairs (major repairs) involve rela-
tively large expenditures, are not normally recurring in nature, and
usually increase the use value (efficiency and use utility) or the
service life of the asset beyond what it was before the repair.
Extraordinary repairs costing $1,000 or more, with a useful life in
excess of one year, should be capitalized and depreciated. The cost
of the extraordinary repair should be added to the cost of the asset
and depreciated over the remaining useful life of the original asset.
If the life of the asset has been extended due to the repair, the useful
life should be adjusted accordingly. Extraordinary repairs include,
but are not limited to, major vehicle overhauls, major improvements
in a building’s electrical system, carpeting an entire building, re-
placement of a roof, or strengthening the foundation of a building.
(7) Depreciation and amortization expense. For pur-
chases made after the beginning of the contracted provider’s fiscal
year 1997, an asset valued at $1,000 or more and with an estimated
useful life of more than one year at the time of purchase must be
depreciated or amortized, using the straight line method. In deter-
mining whether to expense or depreciate a purchased item, a con-
tracted provider may expense any single item costing less than
$1,000 or having a useful life of one year or less. Depreciation and
amortization expenses for unallowable assets and costs are also
unallowable, including amounts in excess of those resulting from the
straight line method, capitalized lease expenses in excess of actual
lease payments, and goodwill or any excess above the actual value
of physical assets at the time of purchase. The minimum useful lives
to be assigned to common classes of depreciable property are as
follows:
(A) Buildings. A building’s life must be reported as a
minimum of 30 years, with a minimum salvage value of 10%. All
buildings, excluding the value of the land, are uniformly depreciated
on a 30-year life basis, regardless of the actual date of construction
or original purchase. Exceptions to this policy are permissible when
contracted providers choose a useful-life basis in excess of 30 years.
An example of depreciation on a 30-year life basis is:
Figure: 1 40 TAC §20.103(b)(7)(A)
building historical cost (excluding land) $110,000 less 10% salvage
value–11,000 depreciable basis $99,000 divided by 30 years =
$3,300 depreciation expense per year
(B) Building equipment; buildings and grounds im-
provements and repairs; durable medical equipment, furniture, and
appliances; and power equipment and tools used for buildings and
grounds maintenance. Use minimum schedules consistent with "Esti-
mated Useful Lives of Depreciable Hospital Assets," published by
the American Hospital Association. Copies of this publication may
be obtained by contacting American Hospital Publishing, Inc., 737
North Michigan Avenue, Chicago, Illinois 60611. Leasehold im-
provements whose estimated useful lives according to the guidelines
for depreciable hospital assets are longer than the term of the lease
must be depreciated and/or amortized over the remaining life of the
lease or the life of the leasehold improvement, whichever is longer.
Building improvements which are not structural in nature and do not
extend the depreciable life of the building, but whose estimated
useful lives according to the guidelines for depreciable hospital
assets are longer than the remaining depreciable life of the building,
must be depreciated over the normal useful life of the building
improvements, or the remaining life of the building, whichever is
longer. Once the estimated useful life of the leasehold improvement
has been established using the guidelines above, subsequent exten-
sions of the lease period do not change the useful life of the
leasehold improvement. Any exceptions to this policy shall be stated
in each program-specific reimbursement methodology rules.
(C) Transportation equipment used for the transport
of clients, staff, or materials and supplies utilized by the contracted
provider. Cost reporting must reflect a minimum of three years for
automobiles (including minivans); five years for light trucks and
vans; and seven years for buses and airplanes. Depreciation expenses
for transportation equipment not generally suited or not commonly
used to transport clients, staff, or provider supplies are unallowable
costs. This includes motor homes and recreational vehicles; sports
automobiles; motorcycles; heavy trucks, tractors and equipment used
in farming, ranching, and construction; and transportation equipment
used for other activities unrelated to the provision of contracted
client care, unless program-specific reimbursement methodology
rules provide otherwise. Refer to §20.105(b)(2)(B) (iii) of this title
(relating to General Reporting and Documentation Requirements,
Methods, and Procedures) for requirements for the maintenance of
mileage logs and other documentation required to substantiate trans-
portation equipment costs.
(i) Luxury automobiles are defined for cost-
reporting purposes as passenger vehicles, excluding buses, with an
historical cost at time of purchase or a market value at execution of
the lease exceeding $30,000 when purchased or leased before Janu-
ary 1, 1997. For vehicles leased or purchased on or after January 1,
1997, luxury vehicles are defined as a base value of $30,000 with
2.0% being added (using the compound method) to the base value
each January 1 beginning on January 1, 1998. Any amount above
21 TexReg 4542 May 24, 1996 Texas Register ♦
the definition of a luxury vehicle stated above is an unallowable
cost. When a passenger vehicle’s cost exceeds the amount deter-
mined by the definition of a luxury vehicle stated above, the
historical cost is reduced to the amount determined by the definition
of a luxury vehicle. When a passenger vehicle’s market value at the
execution of the lease exceeds the amount determined by the defini-
tion of a luxury vehicle stated above, the allowable lease payment is
limited to the lease amount for a vehicle with the base value as
determined above, with substantiating documentation as specified in
§20. 105(b)(2)(B)(iv) of this title (relating to General Reporting and
Documentation Requirements, Methods, and Procedures). Luxury
vehicles must be depreciated according to depreciation guidelines in
this paragraph. Expenses for passenger luxury vehicles will be
allowable if the contracted provider maintains adequate mileage logs
substantiating the use of the luxury vehicles to transport clients,
contracted provider staff or provider supplies. Refer to
§20.105(b)(2)(B)(iii) of this title (relating to General Reporting and
Documentation Requirements, Methods, and Procedures) for re-
quirements for the maintenance of mileage logs. The base value does
not include specialized equipment, such as wheelchair lifts, added to
assist clients.
(ii) The estimated life of a previously owned
(used) vehicle is the longer of the number of years remaining in the
vehicle’s depreciable life or three years. For example, if a 1994 van
were purchased in 1995, it would have four years remaining in its
five-year depreciable life and that would become the depreciable life
for the used vehicle. If a 1994 minivan were purchased in 1995, it
would have two years remaining in its three-year depreciable life
and the depreciable life for the used vehicle would then be three
years.
(iii) Specialized equipment added to a vehicle to
assist a client should be depreciated separately from the vehicle.
Wheelchair lifts have an estimated useful life of four years.
(D) Depreciation for the first reporting period. Depre-
ciation for the first reporting period is based on the length of time
from the date of acquisition to the end of the reporting period.
Depreciation on disposal is based on the length of time from the
beginning of the reporting period in which the asset was disposed to
the date of disposal.
(E) Planning and evaluation expenses. Planning and
evaluation expenses for the purchase of depreciable assets are allow-
able costs only where purchases are actually made and the assets are
put into service in the provision of care by the provider for con-
tracted services.
(F) Gains and losses. Gains and losses realized from
the trade-in or exchange of depreciable assets are included in the
determination of allowable cost. When an asset is acquired by
trading-in an asset that was being depreciated, the historical cost of
the new asset is the sum of the undepreciated cost of the asset
traded-in plus any cash or other assets transferred or to be trans-
ferred to acquire the new asset. Losses resulting from the involun-
tary conversion of depreciable assets, such as condemnation, fire,
theft, or other casualty, are includable as allowable costs in the year
of involuntary conversion, provided the total aggregate allowable
losses incurred in any cost-reporting period do not exceed $5,000
and provided the assets are replaced. If the total aggregate allowable
losses in any cost-reporting period exceed $5,000, the total amount
of the losses over $5,000 is recognized as a deferred charge and
treated as follows:
(i) If a depreciable asset is destroyed by an invol-
untary conversion beyond repair, then the amount of the loss over
$5,000 must be capitalized as a deferred charge over the estimated
useful life of the asset which replaces it. The allowable loss for a
total casualty is the undepreciated cost of the asset, less insurance
proceeds, gifts, and grants from any source as a result of the
involuntary conversion. If the unrepairable asset is disposed of by
scrapping, income received from salvage is treated as a reduction in
the amount of the allowable loss. Conversely, where additional
expense is incurred in the scrapping operation, such cost would be
added to the allowable loss of the destroyed asset.
(ii) If a depreciable asset is partially destroyed or
damaged as a result of an involuntary conversion, a reduction in its
cost basis is assumed to have taken place. Therefore, the cost basis
of the asset must be reduced to reflect the amount of the casualty
loss, regardless of whether the loss is covered by insurance.
(I) The amount of the casualty loss is the dif-
ference between the fair market value immediately before the casu-
alty and the fair market value immediately after the casualty;
however, for cost-reporting purposes, the allowable loss is limited to
the percent of loss in fair market value applied to the net book value
of the asset at the time the casualty occurred. This method of
calculating the allowable loss recognizes the actual reduction in the
cost value of the asset rather than the reduction in replacement
value.
(II) Any loss over $5,000 must be capitalized
as a deferred charge and amortized over the useful life of the
restored asset.
(III) The fair market value generally can be
ascertained by competent appraisal. If no appraisal is made, the cost
of repairs to the damaged property is acceptable as evidence of the
loss of value if the repairs restore the property to its condition
immediately before the casualty and, as a result of the repairs, the
value of the property has not been increased. The amount of the
allowable loss is then deducted from the cost basis of the asset
before the casualty, to arrive at the adjusted cost basis of the asset.
Any insurance proceeds received or recoverable must be deducted
from the amount of the casualty loss to determine the gain or the
loss.
(IV) Actual costs incurred in the restoration of
an asset are added to the adjusted cost basis of the asset to arrive at
the revised cost of the restored asset and capitalized over the
remaining useful life of the restored asset.
(V) When the repairs materially improve or
add to the value or utility of the property or appreciably prolong its
useful life, the repairs must be depreciated over the estimated life of
the repairs.
(VI) When the contracted provider maintains a
self-insurance reserve fund, the amount of the casualty loss recog-
nized as an allowable cost is limited to the lesser of the decrease in
fair market value, as adjusted, of the damaged or destroyed asset or
the amount of cash, and/or investments, comprising the accumulated
balance of the self-insurance reserve account.
(VII) When an asset is sold before the end of
its useful life and a gain is realized (the sales price is greater than
the remaining allowable depreciation), no additional depreciation or
expense is allowed.
(8) Interest expense. Reasonable and necessary interest
on current and capital indebtedness is an allowable cost. In the case
of allowable interest incurred on a loan, in order to be determined
necessary, the loan must have been made to satisfy a financial need
for a purpose reasonably related to contracted client care.
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(A) For cost-reporting purposes, allowable interest
expenses are limited to that net portion of interest accrued which has
not been reduced or offset by interest income. To be allowable, the
following requirements must be met.
(i) The loan must be supported by evidence in
writing of an agreement that funds were borrowed and that payment
of interest and repayment of the funds are required and systemati-
cally made. Refer to §20.105(b)(2)(B)(ii) of this title (relating to
General Reporting and Documentation Requirements, Methods, and
Procedures);
(ii) The loan must be made in the name of the
contracted provider entity as maker or comaker of the note; and
(iii) The proceeds of the note or loan must be
used for allowable costs.
(B) Interest expense on a demand note is allowable if
the loan is the result of an arm’s-length transaction.
(C) Where the lender is a related party, allowable
interest is limited to the prevailing national average prime interest
rate in effect at the time at which the loan contract was finalized, as
reported by the United States Department of Commerce, Bureau of
Economic Analysis, in the Survey of Current Business.
(D) Interest costs incurred during the period of con-
struction or enlarging of a building must be capitalized as part of the
cost of the building.
(E) Reasonable finance charges and service charges,
together with interest on indebtedness, are allowable costs.
(F) Other fees associated with obtaining an allowable
loan, such as broker’s fees to solicit financing, lender’s fees, attor-
ney’s fees, and due diligence fees, are allowable costs.
(G) Interest expenses on funds borrowed for purposes
of investing in operations other than contracted services, on loans
pertaining to unallowable items, and on borrowed funds creating
excess working capital are unallowable costs.
(9) Tax expense and credits.
(A) Generally, taxes assessed against the contracted
provider, in accordance with the levying enactments of Texas and
lower levels of government and for which the contracted provider is
liable for payment, are allowable costs. Tax expense based on fines
and penalties are unallowable costs.
(B) Employment-related taxes such as Federal Insur-
ance Contribution Act (FICA), Workers’ Compensation and Unem-
ployment Compensation, are allowable costs. Refer to paragraph (1)
and (1)(A) of this subsection.
(C) Franchise taxes are allowable costs. A franchise
tax is a periodic assessment, as defined by the Texas Comptroller of
Public Accounts and paid to the Texas State Treasurer, levied on the
operation of a business in the State of Texas. Franchise taxes do not
refer to franchise fees, which are the costs associated with a compa-
ny’s granting the right to sell its products or services in a specified
territory.
(D) Unallowable taxes include:
(i) federal income taxes and excess profit or
surplus revenue based taxes, including any interest or penalties paid
thereon. However, fees for preparation of business tax reports and
business returns required by law are allowable.
(ii) state or local income and excess profit or
surplus revenue based taxes. However, fees for preparation of busi-
ness tax reports and/or business returns are allowable.
(iii) taxes in connection with financing,
refinancing, or refunding operations, such as taxes on the issuance of
bonds, property transfers, issuance or transfer of stocks. Generally,
these costs are either amortized over the life of the securities or
depreciated over the life of the asset. They are, however, unallow-
able as tax expense.
(iv) taxes from which exemptions are available to
the contracted provider.
(v) special assessments on land which represent
capital improvements should be capitalized and depreciated over
their estimated useful lives and are not allowable as tax expenses.
(vi) taxes, such as sales taxes, levied against the
client and collected and remitted by the contracted provider.
(vii) self-employment taxes.
(10) Insurance expense. This section covers the follow-
ing types of insurance: property damage and destruction; fire and
casualty; malpractice and comprehensive general liability; errors and
omissions insurance covering boards of directors; theft insurance
(fidelity bonds and burglary insurance); workers’ compensation;
transportation equipment insurance; life insurance for owners, offi-
cers, and key employees; health; disability; and unemployment
compensation.
(A) Purchased and commercial insurance. The rea-
sonable costs of insurance purchased from a commercial carrier or a
nonprofit service corporation are allowable if resulting from an
arm’s-length transaction. The commercial carrier or nonprofit ser-
vice corporation must meet the standards as set by the Texas
Department of Insurance. Costs of insurance purchased from a
limited purpose insurer are allowable if they are not in excess of the
cost of available comparable commercial insurance premiums and
meet the reasonable cost provisions. If comparable insurance premi-
ums are not available, the limited purpose insurer or captive insur-
ance company must obtain an evaluation of the adequacy and
reasonableness of its insurance premium by an independent actuary,
commercial insurance company, or broker.
(B) Self-Insurance. Self-insurance is a means
whereby a contracted provider undertakes the risk to protect itself
against anticipated liabilities by providing funds in an amount
equivalent to liquidate those liabilities. Self-insurance can also be
described as being uninsured. To qualify as an allowable self-
insurance plan, a contracted provider must enter into an agreement
with an unrelated party that does not provide for the shifting of risk
to the unrelated party designed to provide only administrative ser-
vices to liquidate those liabilities and manage risks. Self-insurance
costs for contracted providers who have received certificates of
authority to self-insure from the Texas Workers’ Compensation
Commission are allowable costs. Self-insurance costs in excess of
costs for similar, comparable coverage by purchased and/or commer-
cial insurance premiums are subject to a cost ceiling in accordance
with subparagraph (E)(i)-(iv) of this paragraph. Documentation sub-
stantiating the cost of comparable coverage by purchased and/or
commercial insurance premiums must be obtained and maintained as
specified in §20.105(b)(2)(B)(ix) of this title (relating to General
Reporting and Documentation Requirements, Methods, and Proce-
dures).
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(i) Costs related to self-insurance are allowable
on a claims-paid basis. Contributions to the self-insurance fund or
reserve which do not represent payments based on current liabilities
are not considered actual incurred expenses and are not allowable
costs. For cost-reporting purposes, self-insurance costs are reported
on a cash basis. For cost-reporting purposes, compensation paid to
employees who have been injured on the job is allowable and should
be reported as compensation according to the type of compensation
expense incurred in accordance with paragraphs (1) and (2) of this
subsection.
(ii) For cost-reporting purposes, allowable
employee-related paid claims, such as health insurance and workers’
compensation costs, may either be directly charged to the business
component in which the employee worked or may be allocated
across all business components as an administrative expense. The
method chosen to report these costs must remain consistent each
year. Changes in the method for reporting those costs must be
approved in accordance with §20.102(j) of this title (relating to
General Principles of Allowable and Unallowable Costs).
(C) Determining self-insurance or purchased commer-
cial insurance. There may be situations in which there is a fine line
between self-insurance and purchased or commercial insurance. This
is particularly true of "cost-plus" type arrangements. As long as
there is at least some shifting of risk to the unrelated party, even if
limited to situations such as provider bankruptcy or employee termi-
nation, the arrangement will not be considered self-insurance. Con-
tributions to a special risk management fund or pool which is
operated by a third party which assumes some of the risk and which
has an annual actuarial review are allowable costs. Examples of such
special risk management funds and pools include the Texas Council
Risk Management Fund and the Texas Municipal League Intergov-
ernmental Risk Pool.
(D) Reporting of insurance costs. All allowable insur-
ance premium costs should be reported on cost reports, with
amounts accrued for premiums, modifiers, and surcharges during the
cost-reporting period being adjusted by any refunds and discounts
actually received or settlements paid during the same cost-reporting
period.
(E) Losses in excess of coverage. When a contracted
provider is not fully insured by a purchased commercial insurance
policy, i.e., the provider’s coverage includes coinsurance provisions
and/or deductibles, the amount of allowable insurance costs reported
for each cost-reporting period is subject to a cost ceiling.
(i) The cost ceiling for employee-related insur-
ance, such as health insurance, or workers’ compensation coverage,
is either the amount that would have been incurred had the provider
purchased full coverage for its entire business entity through a
commercial insurance policy or an amount equal to 10% of the
payroll for employees eligible for such coverage.
(ii) The cost ceiling for non-employee-related in-
surance, such as malpractice insurance, comprehensive general lia-
bility insurance, or property insurance, is the amount that would
have been incurred had the provider purchased full coverage for its
entire business entity through a commercial insurance policy.
(iii) If, during a cost-reporting period, a provider
incurs allowable paid claims in excess of the applicable cost ceiling,
the provider reports on its current cost report allowable insurance
costs up to the amount of the applicable cost ceiling, with the
allowable costs in excess of the applicable cost ceiling being carried
forward to future cost-reporting periods. When, during a future cost-
reporting period, a provider incurs allowable insurance costs in an
amount less than the applicable cost ceiling, the provider reports on
its cost report the allowable insurance costs (paid claims) incurred
during that cost-reporting period plus any allowable carry forward
amount up to the amount of the applicable cost ceiling, with any
excess carry forward being carried forward to future cost reporting
periods.
(iv) Documentation requirements are stated in
§20.105(b)(2)(B)(ix) of this title (relating to General Reporting and
Documentation Requirements, Methods, and Procedures).
(F) Absence of coverage. Where a contracted pro-
vider, other than a governmental provider, has no insurance protec-
tion, the reporting of the provider’s paid claims must follow the
guidelines stated in paragraph (10)(E) of this subsection. For govern-
mental providers, allowable paid claims for cost-reporting purposes
include all claims paid during the cost-reporting period only if the
provider demonstrates that it has a claims management and risk
management program.
(G) Life insurance costs.
(i) In general, premiums related to insurance on
the lives of owners, officers, and key employees where the con-
tracted provider is a direct or indirect beneficiary are unallowable
costs.
(ii) Life insurance costs are allowable if:
(I) a contracted provider is required by a lend-
ing institution or other lender to purchase such insurance to guaran-
tee the outstanding loan balance;
(II) the lending institution or other lender must
be designated as the beneficiary of the insurance policy; and
(III) upon the death of the insured, the pro-
ceeds are restricted to paying off the balance of the loan.
(iii) Allowable insurance premiums are limited to
premiums equivalent to that of a decreasing term life insurance
policy needed to pay off the outstanding loan balance or that portion
of the premium which can be equated to the premium for a similar
face amount of a decreasing term life policy. In addition, the loan
must be reasonable and necessary and must meet the criteria for
allowable loans and interest expense as stated in §20.103(b) (8) of
this title (relating to Specifications for Allowable and Unallowable
Costs).
(iv) Provider-paid premiums related to insurance
on the lives of owners-employees, officers, and key employees
where the individual’s relatives or his estate are the beneficiary are
considered to be employee benefits to the individual and are allow-
able costs to the extent such employee benefits are allowable.
Provider-paid premiums related to insurance on the lives of owners-
employees, officers, and key employees where required by a finan-
cial institution and the financial institution is the beneficiary is
allowable.
(H) Insurance costs pertaining to unallowable costs.
Insurance costs pertaining to items of unallowable costs are them-
selves unallowable costs.
(I) Board of directors’ insurance. Errors and omis-
sions insurance (liability) on members of boards of directors is an
allowable cost.
(11) Dues or contributions to organizations.
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(A) Allowable dues and contributions to organiza-
tions. Costs are allowable for membership in professional associa-
tions directly and primarily concerned with the provision of services
for which the provider is contracted. Allowable costs of member-
ships in such organizations include initiation fees, dues, and sub-
scriptions to related professional periodicals. Allowable costs related
to meetings and conferences whose primary purpose is to dissemi-
nate information for the advancement of contracted client care or the
efficient operation of the contracted program include reasonable
travel costs in accordance with paragraph (12)(B) of this subsection
and reasonable registration fees and other costs incidental to those
functions. Travel costs and other expenses incurred to attend boards
of directors meetings for entities other than the contracted provider’s
board of directors are unallowable costs. Dues or licensing fees
related to maintaining the professional accreditation or license of an
employee are allowable to the extent that the professional accredita-
tion or license is directly related to and necessary for the perfor-
mance of that employee’s functions.
(B) Unallowable dues and contributions to organiza-
tions. Dues to nonprofessional organizations are unallowable. As-
sessments whose purpose is to fund lawsuits or any legal action
against the state or federal government are unallowable. Portions of
dues based on revenue or for the purposes of lobbying, or campaign
contributions are unallowable costs. Costs of membership in civic
organizations whose primary purpose is the promotion and imple-
mentation of civic objectives are unallowable. Dues or contributions
made to any type of political, social, fraternal, or charitable organi-
zation are unallowable. Chamber of Commerce dues are unallow-
able. Franchise fees are not considered dues or contributions to
organizations.
(C) Dues to purchasing organizations or buying clubs.
Allowable dues to purchasing organizations or buying clubs are
limited to the pro-rata amount representing purchases made for use
in providing contracted services.
(12) Training and travel costs.
(A) Staff training costs.
(i) Staff training costs refer to costs associated
with educational activities for provider staff. To qualify as an
allowable staff training cost, the training must:
(I) have a direct relationship with the employ-
ee’s job responsibilities, thereby increasing the quality of contracted
client care or the efficient operation of the contracted provider.
Management training, if it is designed to enhance quality or improve
administration and is relevant to the contracted service, is an allow-
able cost. The following apply to staff training costs.
(-a-) Non-related party staff. Costs of tu-
ition, books, and related fees for courses required to complete the
designated degree or certification are allowable. The degree or
certification must be necessary to the provision of contracted client
services of the contracted provider. An example would be any
course required to be taken by a licensed vocational nurse (LVN)
working toward a degree as a registered nurse (RN) where RN
services are necessary to deliver services as required under the
contract.
(-b-) Related party staff. Allowable costs
are restricted to specific courses which have a direct relationship
with the employee’s job responsibilities. Examples of allowable staff
training costs include tuition, books, and related fees for an account-
ing course for a bookkeeper and a management course for a supervi-
sor. However, a history course for a bookkeeper, even though it may
be a requirement for a college degree in accounting or business, is
unallowable.
(II) be located within the state of Texas unless
the purpose of the training is for staff training in contracted client
care-related services or quality assurance which is not available in
the state of Texas. All costs for training outside the continental
United States are unallowable costs. For further guidelines regarding
adequate documentation, refer to §20.105(b)(2)(B)(vi) of this title
(relating to General Reporting and Documentation Requirements,
Methods, and Procedures).
(ii) Staff training may be conducted within the
provider setting or off-site. It may be operated by the contracted
provider, provided by an accredited academic or technical institu-
tion, or conducted by a recognized professional organization for the
particular training activity. Workshops on particular contracted client
services, health applications, on-the-job safety, data processing, ac-
counting, the Texas Department of Human Services (DHS) program-
matic or cost related training, supervisory techniques, and other
administrative activities are examples of allowable types of training.
Costs of orientation, on-the-job training, and inservice training are
recognized as normal operating costs and are allowable training
costs.
(iii) For staff training conducted within the pro-
vider setting, allowable training costs include, but are not limited to,
instructor and consultant fees, training supplies, and visual aids. For
off-site training, allowable costs include costs such as allowable
travel costs, registration fees, seminar supplies, and classroom costs.
For additional guidelines regarding allowable travel costs, please
refer to paragraph (12)(B) of this subsection.
(iv) Staff training costs must be reported as net
costs, having been offset by any reimbursement from grants, tu-
itions, or donations received for staff educational purposes.
(v) For information regarding nursing facility
nurse aide training, refer to paragraph (17)(K) of this subsection and
program-specific reimbursement methodology rules.
(vi) For guidelines on allowability for client pre-
vocational, vocational, and educational costs, refer to program-
specific reimbursement methodology rules for guidelines on
allowability.
(B) Travel costs.
(i) Maximum allowable travel costs for allowable
activities are as follows:
(I) 150% of the limits established by the Texas
Legislature for non-exempt state employees, with respect to hotel
costs and per diem rates.
(II) the maximum allowable mileage reim-
bursement amount set by the Texas Legislature for non-exempt state
employees.
(ii) Out-of-state travel costs are unallowable, un-
less the purpose of the travel is for staff training in contracted client-
care-related services or in quality assurance which is not available in
the state of Texas; the purpose of delivering direct contracted client
services within 25 miles of the Texas border with adjoining states or
Mexico; or the purpose for the travel is to conduct business related
to contracted client services in Texas and the travel is between
Texas and the contracted provider’s central office. All costs for
travel outside the continental United States are unallowable costs,
with the singular exception of travel required for the delivery of
direct contracted client services within 25 miles of the Texas-
Mexico border.
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(iii) Expenses for private aircraft are allowable
only if:
(I) all criteria in flight logs are maintained as
specified in §20.105(b)(2)(B)(iii) of this title (relating to General
Reporting and Documentation Requirements, Methods, and Proce-
dures); and
(II) the contracted provider furnishes documen-
tation demonstrating that the expenses for travel via private aircraft
are not greater than those for commercial alternatives or ground
transportation at the time the travel took place. Documentation
demonstrating the cost of ground transportation may include the
staff costs for the employee’s time during the trip, and for commer-
cial alternatives, the staff costs for the employee’s time during the
trip and at the terminal/station.
(13) Advertising and public relations.
(A) Allowable advertising and public relations.
(i) Costs of advertising to meet statutory or regula-
tory requirements, such as program standards, rules, or contract
requirements, are allowable costs.
(ii) Informational listings of contracted providers
in a telephone directory, including yellow page listings up to one-
eighth of a page per telephone directory in the provider’s service
area or in a directory of similar facilities in a given area are
allowable if the listings are consistent with practices that are com-
mon and accepted in the industry.
(iii) Costs of advertising for the purpose of recruit-
ing necessary personnel are allowable costs. Refer to the definition
of necessary in §20.102(f)(2) of this title (relating to General Princi-
ples of Allowable and Unallowable Costs).
(iv) Costs of advertising for procurement of items
related to contracted client care, and for sale or disposition of
surplus or scrap material are treated as adjustments of the purchase
or selling price.
(v) Costs of advertising incurred in connection
with obtaining bids for construction or renovation of the contracted
provider’s facilities should be included in the capitalized cost of the
asset. Refer to paragraph (7) of this subsection.
(B) Unallowable advertising and public relations in-
clude:
(i) Costs of advertising of a general nature de-
signed to invite physicians to utilize a contracted provider’s facilities
in their capacity as independent practitioners;
(ii) Costs of advertising incurred in connection
with the issuance of a contracted provider’s own stock, or the sale of
stock held by the contracted provider in another corporation consid-
ered as reductions in the proceeds from the sale;
(iii) Costs of advertising to the general public
which seeks to increase client utilization of the contracted provider’s
facilities;
(iv) Public relations costs;
(v) Any business promotional advertising; and
(vi) Costs of the development of logos or other
company identification.
(14) Promotional and fundraising activities. Promotional
refers to any activity whose intent is to advertise or aid in the
development of the business. Expenses relating to fundraising and
promotional activities are unallowable, including salaries, benefits,
and payroll taxes for staff performing these activities. If a staff
member performs these activities along with allowable activities, a
portion of that staff member’s salary must be allocated to these
unallowable activities and as such not be reported on the cost report.
Other expenses associated with these activities are also unallowable,
including advertising, publicity, travel, and meals.
(15) Grants, gifts, and income from endowments and
operating revenue.
(A) Restricted grants, gifts, and income from endow-
ments from private sources used to purchase allowable program
costs should not be deducted and offset from allowable costs prior to
reporting on the cost report.
(B) Grants and contracts from federal, state or local
government, such as transportation grants, United States Department
of Agriculture grants, education grants, Housing and Urban Devel-
opment grants, and Community Service Block Grants, should be
offset, prior to reporting on the cost report, against the particular
cost or group of costs for which the grant was intended. If federal
funds are paid for the care of a specified client, those federal funds
should not be offset prior to reporting on the cost report, unless
otherwise specified in the program-specific reimbursement method-
ology rules.
(C) Unrestricted grants, gifts, and income from en-
dowments from private sources used to purchase allowable program
items should not be offset by the contracted provider prior to
reporting on the cost report. All unrestricted funds which are prop-
erly allocable to the cost report should be reported on a contracted
provider’s cost report, as well as any allowable costs to which the
unrestricted funds were applied.
(D) Nonroutine revenues such as income from opera-
tions not associated with providing contracted services, including,
but not limited to, beauty and barber shops, vending machines, gift
shops, canteen stores, and meals sold to employees or guests should
be offset or reduced by the related expenses prior to reporting the
revenue on the cost report. Expenses related to providing these types
of non-contracted operations are unallowable costs. If nonroutine
operating expenses, including overhead costs incurred to generate
nonroutine operating revenue, exceed nonroutine operating revenues,
the net nonroutine operating expenses are unallowable costs. Routine
operating revenue received as payments for the contracted services,
such as income from private clients, private room and board, or
other sources of routine contracted services are not to be offset.
Refer to §20.102(k) of this title (relating to General Principles of
Allowable and Unallowable Costs) for further guidelines on report-
ing net expenses.
(16) In-kind donations.
(A) Allowable in-kind donations.
(i) Depreciation of in-kind donations is limited to
donated buildings and donated vehicles used in the direct provision
of contracted client services, where title has been transferred to the
provider entity by a third party in an arm’s-length transaction.
Depreciation must be reported in accordance with §20.103(b)(7) of
this title (relating to Specifications for Allowable and Unallowable
Costs). The historical cost basis used to depreciate vehicles must be
consistent with the retail price of the National Automobile Dealers
Association (NADA) listings; or, in the case of a new vehicle, the
documented historical cost to the donor or NADA may be used. The
historical cost basis used to depreciate donated buildings must be the
lower of:
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(I) the most recent tax appraisal of the building
prior to donation, unless the donor was exempt from tax appraisal, in
which case an independent appraisal made by a third-party appraiser
at the time of donation may be used in place of the tax appraisal (for
donations made prior to the provider’s 1997 fiscal year, a current
appraisal from an independent third-party appraiser may be used to
establish the historical cost); or
(II) the documented historical cost to the do-
nor.
(ii) Expenses actually incurred to maintain a do-
nated asset for use in providing contracted client care to DHS clients
are allowable.
(iii) If a provider receives a donation of the use of
space owned by another organization and if the provider and the
donor organization are both part of a larger organizational entity
(such as units of a state or county government), the space is not
considered a related-party donation, but rather treated as allowable
costs requiring allocation between the provider and the other organi-
zation. For example, if a county home health agency is given space
to use in the county office building, costs associated with the use of
the space (such as depreciation, janitorial services, maintenance, and
repairs) must be allocated from the county to the county home health
agency. Allocation of costs must be in compliance with §20.102(j)
of this title (relating to General Principles of Allowable and Unal-
lowable Costs).
(B) Unallowable in-kind donations. The value of un-
allowable in-kind donations may be collected for specific programs
at the discretion of DHS for statistical purposes only, on a schedule
separately identified for such purpose. The value of in-kind dona-
tions to a contracted provider, such as produce, supplies, materials,
services, equipment, or other items used by the contracted provider
which the contracted provider did not purchase, is an unallowable
cost. The value of in-kind donations of buildings or vehicles when
the title is not transferred to the provider is an unallowable cost. The
value of in-kind donations to a contracted provider which are not
arm’s-length transactions are unallowable costs. The contracted pro-
vider may not treat as an allowable cost the imputed value for
unallowable in-kind donations.
(17) Miscellaneous costs.
(A) Employee relations expenses. Costs relating to
employee relations are different from fringe benefits, as specified in
paragraph (1)(A)(iii) of this subsection, in that employee relations
expenses incurred are for employees as a group rather than as a
fringe benefit for an individual employee. Examples of allowable
employee relations costs, which are reported as administrative costs
for cost-reporting purposes, include a staff party, an employee
outing, or other such staff expenses intended to boost employee
morale and in turn increase the efficiency and quality of care
provided. Other examples of allowable employee relations expenses
are plaques or awards presented to employees for certain achieve-
ments or honors. Employee relations cost which discriminates in
favor of certain employees, such as employees who are officers,
stockholders, related parties, or the highest paid individual(s) in the
organization are unallowable. Employee relations costs are limited to
a ceiling of $50 per employee eligible to participate per year. If a
staff party includes nonemployees, an allocation must be made such
that only the portion of costs relating to employees and their families
in attendance is reported on the cost report. If a staff party also
serves as an open house for promotional purposes, an allocation of
costs must be made so that only costs relating to employees and
their families in attendance are reported as allowable costs. Enter-
tainment expenses other than those for the benefit of current clients
or those for staff employee relations described above are unallow-
able costs.
(B) Organization costs. Organization costs are those
costs directly incident to the creation of a corporation or other form
of business necessary to provide contracted services. These costs are
intangible assets in that they represent expenditures for rights and
privileges which have a value to the business enterprise.
(i) Allowable organization costs include, but are
not limited to, legal fees incurred (such as drafting documents) in
establishing the corporation or other organization, necessary ac-
counting fees, and fees paid to states for incorporation. Allowable
organization costs must be amortized over a period of not less than
60 consecutive months, beginning with the first month in which
services are delivered to the first client.
(ii) The following types of costs are considered
unallowable organization costs: costs relating to the issuance and
sale of shares of capital stock or other securities, reorganization
costs, and stockholder servicing costs. If the business or corporation
never commences actual operations, the organization costs are unal-
lowable.
(C) Franchise fees.
(i) Allowable franchise fees. Allowable franchise
fees include those costs related to actual goods, supplies, and
services received in return for fees paid to a company for the right to
sell its goods and/or services in a specific territory.
(ii) Unallowable franchise fees. Franchise fees
based upon percentages of revenues and/or sales are unallowable
costs. Franchise fees based upon goodwill are unallowable, with
goodwill being that intangible, salable asset arising from the reputa-
tion of a business and its relationship with its customers.
(D) Startup costs. Startup costs are those reasonable
and necessary preparation costs incurred by a provider in the period
of developing the provider’s ability to deliver services. Startup costs
can be incurred prior to the beginning of a newly-formed business
and/or prior to the beginning of a new contract or program for an
existing business. Allowable startup costs include, but are not lim-
ited to, employee salaries, utilities, rent, insurance, employee train-
ing costs, and any other allowable costs incident to the startup
period. Startup costs do not include capital purchases, which are
purchased assets meeting the criteria for depreciation in paragraph
(7) of this subsection. Any costs that are properly identifiable as
organization costs or capitalizable as construction costs must be
appropriately classified as such and excluded from startup costs.
Allowable startup costs should be amortized over a period of not
less than 60 consecutive months. If the business or corporation never
commences actual operations or if the new contract/program never
delivers services, the startup costs are unallowable.
(i) For a newly-formed business, startup costs
should be accumulated up to the time the business begins (that is,
when services are delivered to the first client/customer). Amortiza-
tion of startup costs for a newly-formed business begins the month
the business begins. In the event that a newly-formed business is
established for the direct purpose of contracting with the State for
delivery of client care services, startup costs should be accumulated
up to the time the contract is effective or the time the first client
receives services, whichever comes first, with amortization of
startup costs beginning the same month.
(ii) For a new contract or program implemented
by an existing business, startup costs are related only to the develop-
ment of the provider’s ability to furnish services according to the
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standards of the new contract/program and should be accumulated
up to the time the first client receives services according to the
contract/program standards or the effective date of the contract,
whichever occurs first. Amortization of startup costs for a new
contract/program implemented by an existing business begins the
month in which the first client receives services according to con-
tract/program standards or the effective date of the contract, which-
ever occurs first. If a contracted provider intends to prepare all
portions of its entire program at the same time, startup costs for all
portions of the program should be accumulated in a single account
and should be amortized beginning either when the first client is
admitted or the effective date of the contract, whichever occurs first.
However, if a contracted provider intends to prepare portions of its
program on a piecemeal basis, startup costs should be capitalized
and amortized separately for the portion(s) of the provider’s program
prepared during different time periods. For example, a newly-formed
corporation opens a senior citizen center for private clients, serving
its first client on April 4, 1995. Startup costs would be those costs
incurred prior to April 4, 1995, which meet the above definition of
startup costs. Amortization of the startup costs for this newly-formed
business would begin April 1995. If this same corporation received a
contract with DHS to provide Day Activity and Health Services
(DAHS) effective October 1, 1995 and if the corporation served its
first DAHS client on November 5, 1995, startup costs would be
those costs incurred to be able to deliver services according to
DAHS program standards. If the corporation was in compliance with
the DAHS standards from its beginning (April 1995), no new startup
costs would be allowable for amortization as a result of the imple-
mentation of the new DAHS contract by the existing corporation. On
the other hand, if the corporation was required to incur additional
costs to bring the operation up to the DAHS program standards,
those startup costs incurred prior to October 1, 1995 (since the
contract effective date occurred prior to serving the first DAHS
client) would be amortized beginning with October 1995.
(E) Research and development costs. Research and
development costs, including, but not limited to, telephone costs,
travel costs, attorney fees, and staff salaries, must be segregated into
separate, individual accounts for each venture in the contracted
provider’s general ledger. Should such a "venture" result in a
contract for a program, the allowable research and development
costs would be incorporated as startup costs for that program.
Research and development costs related to states other than Texas
are not allowable costs for any allocation to any contracted program.
(F) Medical supplies and medical costs. In general,
medical supplies and equipment required by the Occupational Safety
and Health Administration (OSHA), used for universal health and
safety precautions, or otherwise required to meet contracted program
requirements are allowable costs. Refer to program-specific reim-
bursement methodology rules to determine program requirements for
medical supplies and medical costs.
(G) Fines and penalties. Fines and penalties for viola-
tions of regulations, statutes, and ordinances of all types are unal-
lowable costs. Penalties or charges for late payment of taxes,
utilities, mortgages, loans or insufficient banking funds are unallow-
able costs.
(H) Business expenses not directly related to con-
tracted services. Business expenses not directly related to contracted
services, including business investment activities, stockholder and
public relations activities, and farm and ranch operations (unless
farm and ranch operations are specifically allowed by the contracted
program as necessary to the provision of client care), are unallow-
able costs.
(I) Litigation expenses and awards. Unless explicitly
allowed elsewhere in this chapter, no court-ordered award of dam-
ages or settlements made in lieu thereof or legal fees associated with
litigation which resulted in any court-ordered award of damages or
settlements made in lieu thereof, or a criminal conviction, are
allowable.
(J) Lobbying costs. Lobbying costs are unallowable.
(i) Lobbying means the influencing or attempting
to influence an officer or employee of any governmental agency, an
officer or employee of Congress or State Legislature, or an em-
ployee of a Member of Congress or State Legislature in connection
with any of the following actions:
(I) the awarding of any governmental contract;
(II) the making of any governmental grant;
(III) the making of any governmental loan;
(IV) the entering of any cooperative agree-
ment; and
(V) the extension, continuation, renewal,
amendment, or modification of any governmental contract, grant,
loan or cooperative agreement.
(ii) Costs associated with the following activities
are unallowable as lobbying costs:
(I) attempting to influence the outcomes of any
governmental election, referendum, initiative, or similar procedure,
through in-kind or cash contributions, endorsements, publicity, or
similar activity;
(II) establishing, administering, contributing to,
or paying the expenses of a political party, campaign, political action
committee, or other organization established for the purpose of
influencing the outcomes of elections;
(III) attempting to influence the introduction of
governmental legislation, the enactment or modification of any
pending governmental legislation through communication with any
member or employee of the Congress or State Legislature (including
efforts to influence state or local officials to engage in similar
lobbying activity) or any governmental official or employee in
connection with a decision to sign or veto enrolled legislation;
(IV) attempting to influence the introduction of
governmental legislation, or the enactment or modification of any
pending governmental legislation by preparing, distributing or using
publicity or propaganda, or by urging members of the general
public, or any segment thereof, to contribute to or participate in any
mass demonstration, march, rally, fund raising drive, lobbying cam-
paign or letter writing or telephone campaign; and
(V) performing legislative liaison activities, in-
cluding attendance at legislative sessions or committee hearings,
gathering information regarding legislation, and analyzing the effect
of legislation, when such activities are carried on in support of or in
knowing preparation for an effort to engage in unallowable lobby-
ing.
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(iii) The cost to contracted providers or their staff
to attend meetings with the staff of state agencies or to attend public
hearings or advisory committee meetings held by state agencies
which are involved in the regulation of contracted client care in the
program which they are contracting and which meetings do not meet
the definition of lobbying stated above, are not considered lobbying
and are therefore allowable costs.
(iv) Expenses relating to lobbying are unallowable
including salaries, benefits, and payroll taxes for staff performing
these activities. If a staff member performs these activities along
with allowable activities, a portion of that staff member’s salary
must be allocated to the unallowable activities and as such not be
reported on the cost report.
(K) Direct reimbursements. Any expenses directly re-
imbursable to the contracted provider which are considered outside
the reimbursement payment system are unallowable costs, including,
but not limited to, costs associated with Medicare Part A and B
ancillary services. For guidelines on allowability of reporting costs
in excess of those reimbursable directly through a voucher payment
system, refer to program-specific reimbursement methodology rules.
(L) Losses resulting from theft or embezzlement.
Losses resulting from theft or embezzlement of property or funds of
clients held in trust by the contracted provider are not allowable
costs.
(M) A bad debt. A bad debt allowance is a reduction
in revenue resulting from unrecoverable revenue in uncollectible
accounts created or acquired in the provision of contracted client
care. Bad debt as an expense is unallowable.
(N) A charity or courtesy allowance. A charity allow-
ance is a reduction in normal charges due to the indigence of the
client or resident. A courtesy allowance is a reduction in charges
granted as a courtesy to certain individuals, such as physicians or
clergy. These allowances themselves are not costs since the costs of
the services rendered are already included in the contracted provid-
er’s costs. (18) Medicaid as payor of last resort. Medicaid is the
payor of last resort. Costs for which a recipient had Medicare Part A
or B benefits, third party payor benefits, vendor drug coverage, or
any other benefits available are not allowable unless the provider
can document that a provider of services was not accessible. At a
minimum, the documentation must include a list of the providers
contacted, date(s) of contact, person to whom spoken, telephone
number, and reason given for rejection. It is the availability of these
benefits to cover the cost, not their utilization, which defines the cost
as unallowable.
§20.104. Revenues. A provider must report revenues that reflect
the activity of the provider and that are directly related to the
provision of contracted client care or services. A provider may not
report revenues from other programs or activities in which the
contracted provider may be engaged.
(1) Revenues should be reported net of charity allow-
ances and courtesy allowances, and bad debt expense.
(2) Any revenues received directly by the provider
through a voucher must not be reported on the cost report. Revenues
received by the provider from other direct payment systems must not
be reported on the cost report unless specifically requested by the
program-specific reimbursement methodology rules or cost report
instructions.
(3) For guidelines in reporting revenue received as a
federal grant, refer to §20.103(b)(15) of this title (relating to Specifi-
cations for Allowable and Unallowable Costs) and to program-
specific reimbursement methodology rules.
(4) For guidelines in offsetting certain expenses against
operating revenues, refer to §20.103(b)(15)(D) of this title (relating
to Specifications for Allowable and Unallowable Costs). Interest
expenses should be offset against interest income prior to reporting
net interest expense or net interest income.
§20.105. General Reporting and Documentation Requirements,
Methods, and Procedures.
(a) General reporting. Except where otherwise specified un-
der this title, the Texas Department of Human Services (DHS)
follows the requirements, methods, and procedures set forth in
subsections (b) -(g) of this section to determine costs appropriate for
use in the reimbursement determination process.
(b) Cost report requirements. Unless specifically stated in
program rules, each provider must submit financial and statistical
information on cost report forms provided by DHS, or on facsimiles
which are formatted according to DHS specifications and are pre-
approved by DHS staff, or electronically in DHS-prescribed format
in programs where these systems are operational. The cost reports
must be submitted to DHS in a manner prescribed by DHS. The cost
reports must be prepared to reflect the activities of the provider
while delivering contracted services during the fiscal year specified
by the cost report. Cost reports or other special surveys or reports
may be required for other periods at the discretion of DHS. Each
provider is responsible for accurately completing any cost report or
other special survey or report submitted to DHS.
(1) Accounting methods. All financial and statistical
information submitted on cost reports must be based upon the
accrual method of accounting, except where otherwise specified in
§20.102 and §20.103 of this title (relating to General Principles of
Allowable and Unallowable Costs, and Specifications for Allowable
and Unallowable Costs) and in the case of governmental entities
operating on a cash or modified accrual basis. For cost-reporting
purposes, accrued expenses must be incurred during the cost report-
ing period and must be paid within 180 days after the end of that
cost reporting period. Accrued revenues must be for services per-
formed during the cost reporting period and do not have to be
received within 180 days after the end of that cost reporting period
in order to be reported as revenues for cost-reporting purposes.
Except as otherwise specified by the cost determination process
rules of this chapter, cost report instructions, or policy clarifications,
cost reports should be prepared consistent with generally accepted
accounting principles (GAAP), which are those principles approved
by the American Institute of Certified Public Accountants (AICPA).
Internal Revenue Service (IRS) laws and regulations do not neces-
sarily apply in the preparation of the cost report. In cases where cost
reporting rules differ from GAAP, IRS, or other authorities, DHS
rules take precedence for provider cost-reporting purposes.
(2) Recordkeeping and adequate documentation. There is
a distinction between noncompliance in recordkeeping, which
equates with unauditability of a cost report and constitutes an
administrative contract violation or, for nursing facilities, may result
in vendor hold, and a provider’s inability to provide adequate
documentation, which results in disallowance of relevant costs. Each
is discussed in the following paragraphs.
(A) Recordkeeping. Each provider must maintain re-
cords according to the requirements stated in §69.205 of this title
(relating to Contractor’s Records) and according to DHS’s pre-
scribed chart of accounts, when available. Providers must ensure that
records are accurate and sufficiently detailed to support the legal,
financial, and other statistical information contained in the cost
report. Providers must maintain all workpapers and any other re-
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cords that support the information submitted on the cost report
relating to all allocations, cost centers, cost or statistical line items,
surveys, and schedules. DHS may require supporting documentation
other than that contained in the cost report to substantiate reported
information.
(i) For nursing facilities, failure to maintain all
workpapers and any other records that support the information
submitted on the cost report relating to all allocations, cost centers,
cost or statistical line items, surveys and schedules may result in
vendor hold as specified in §19.2703 of this title (relating to Vendor
Hold).
(ii) For all other programs, failure to maintain all
workpapers and any other records that support the information
submitted on the cost report relating to all allocations, cost centers,
cost or statistical line items, surveys and schedules constitutes an
administrative contract violation. In the case of an administrative
contract violation, procedural guidelines and informal reconsidera-
tion and/or appeal processes are specified in §20.111 of this title
(relating to Administrative Contract Violations).
(B) Adequate documentation. To be allowable, the
relationship between reported costs and contracted services must be
clearly and adequately documented. Adequate documentation con-
sists of all materials necessary to demonstrate the relationship of
personnel, supplies, and services to the provision of contracted client
care or the relationship of the central office to the individual service
delivery entity level. These materials may include, but are not
limited to, accounting records, invoices, organizational charts, func-
tional job descriptions, other written statements, and direct inter-
views with staff, as deemed necessary by DHS auditors to perform
required tests of reasonableness, necessity, and allowability. For the
1997 cost report only, DHS will accept documentation to retrospec-
tively support expenses which were incurred in the provider’s 1997
fiscal year prior to the adoption of these rules and reported on the
provider’s 1997 cost report. This supportive documentation must not
be dated later than June 30, 1997.
(i) The minimum allowable statistical duration for
a time study upon which to base salary allocations is four weeks per
year, with one week being randomly selected from each quarter so
as to assure that the time study is representative of the various cycles
of business operations. One week is defined as only those days the
contracted provider is in operation during seven continuous days.
The timestudy can be performed for one continuous week during a
quarter, or it can be performed over five or seven individual days,
whichever is applicable, throughout a quarter. The time study must
be a 100% time study, accounting for 100% of the time paid the
employee, including vacation and sick leave.
(ii) To support the existence of a loan, the pro-
vider must have available a signed copy of the loan contract which
contains the pertinent terms of the loan, such as amount, rate of
interest, method of payment, due date, and collateral. The documen-
tation must include an explanation for the purpose of the loan and an
audit trail must be provided showing the use of the loan proceeds.
Evidence of systematic interest and principal payments must be
available and supported by the payback schedule in the note or
amortization schedule supporting the note. Documentation must also
include substantiation of any costs associated with the securing of
the loan, such as broker’s fees, due diligence fees, lender’s fees,
attorney’s fees, etc. To document allowable interest costs associated
with related party loans, the provider is required to maintain docu-
mentation verifying the prime interest rate in accordance with
§20.103(b)(8)(C) of this title (relating to Specifications for Allow-
able and Unallowable Costs) for a similar type of loan as of the
effective date of the related party loan.
(iii) For transportation equipment, a mileage log is
not required if the equipment is used solely (100%) for provision of
contracted client services in accordance with program requirements
in delivering one type of contracted care. However, the contracted
provider must have a written policy which states that the equipment
is restricted to that use and that policy must be followed. For
transportation equipment that is used for several purposes (including
for personal use) or multiple programs or across various business
components, mileage logs must be maintained. Personal use in-
cludes, among other things, driving to and from a personal resi-
dence. At a minimum, mileage logs must include for each individual
trip the date, the time of day (beginning and ending), driver, persons
in the vehicle, trip mileage (beginning, ending, and total), purpose of
the trip, and the allocation centers (the departments, programs,
and/or business entities to which the trip costs should be allocated) .
Flight logs must include dates, mileage, passenger lists, and destina-
tions, along with any other information demonstrating the purpose of
the trips so that a relationship to contracted client care in Texas can
be determined. Documentation substantiating that private aircraft
travel expenses are not greater than ground transportation or com-
mercial alternatives includes written documentation to support calcu-
lations of mileage reimbursement, staff per diem costs, staff salary
costs for time during the trip and at the terminal/station, rental car
costs, commercial airplane fare, and any other costs associated with
the ground transportation/commercial alternatives.
(iv) To substantiate the allowable cost of leasing a
luxury vehicle as defined in §20.103(b)(7)(C)(i) of this title (relating
to Specifications for Allowable and Unallowable Costs), the pro-
vider must obtain at the time of the lease a separate quotation
establishing the monthly lease costs for the base amount allowable
for cost-reporting purposes as specified in §20.103(b)(7)(C)(i) of this
title (relating to Specifications for Allowable and Unallowable
Costs). If the lease of the luxury vehicle occurred prior to January 1,
1997, then the provider must obtain the separate quotation prior to
submitting its 1997 cost report in order for the allowable costs to be
reported on the cost report. Without adequate documentation to
verify the allowable lease costs of the luxury vehicle, the reported
costs shall be disallowed.
(v) For adequate documentation purposes, a writ-
ten description of each cost allocation method must be maintained
which includes, at a minimum, a clear and understandable explana-
tion of the numerator and denominator of the allocation ratio de-
scribed in words and in numbers, as well as a written explanation of
how and to which specific business components the remaining
percentage of costs were allocated.
(vi) To substantiate the allowable cost for staff
training as defined in §20.103(b)(12)(A) of this title (relating to
Specifications for Allowable and Unallowable Costs), the provider
must maintain a description of the training verifying that the training
pertained to contracted client care-related services or quality assur-
ance. At a minimum, a program brochure describing the seminar or
a conference program with description of the workshop must be
maintained. The documentation must provide a description clearly
demonstrating that the seminar or workshop provided training
pertaining to contracted client care-related services or quality assur-
ance.
(vii) Documentation regarding the allocation of
costs related to noncontracted services, as specified in §20.102(j)(2)
of this title (relating to General Principles of Allowable and Unal-
lowable Costs), must be maintained by the provider. At a minimum,
the provider must maintain written records verifying the number of
units of noncontracted services provided during the provider’s fiscal
year, along with adequate documentation supporting the direct and
allocated costs associated with those noncontracted services.
(viii) Adequate documentation to substantiate le-
gal, accounting, and auditing fees must include, at a minimum, the
amount of time spent on the activity, a written description of the
activity performed which clearly explains to which business compo-
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nent the cost should be allocated, the person performing the activity,
and the hourly billing amount of the person performing the activity.
Other legal, accounting, and auditing costs, such as photocopy costs,
telephone costs, court costs, mailing costs, expert witness costs,
travel costs, and court reporter costs, must be itemized and clearly
denote to which business component the cost should be allocated.
(ix) Providers who self insure for all or part of
their employee-related insurance costs, such as health insurance and
workers’ compensation costs, must use one of the two following
methods for determining and documenting the provider’s allowable
costs under the cost ceilings and any carry forward as described in
§20.103(b)(10)(E) of this title (relating to Specifications for Allow-
able and Unallowable Costs).
(I) Providers may obtain and maintain each
fiscal year’s documentation to establish what their premium costs
would have been had they purchased commercial insurance for total
coverage. The documentation should include, at a minimum, bids
from two commercial carriers. Bids must be obtained no less fre-
quently than every three years.
(II) If providers choose not to obtain and main-
tain commercial bids as described in subclause (I) of this clause,
providers may claim as an allowable cost the health insurance actual
paid claims incurred on behalf of the employees that does not
exceed 10% of the payroll for employees eligible for receipt of this
benefit. In addition, providers may claim as an allowable cost the
workers’ compensation actual paid claims incurred on behalf of the
employees, an amount each cost report period not to exceed 10% of
the payroll for employees eligible for receipt of this benefit.
(III) Providers who self insure must also main-
tain documentation that supports the amount of claims paid each
year and any allowable costs to be carried forward to future cost-
reporting periods.
(x) Providers who self insure for all or part of
their coverage for nonemployee-related insurance, such as malprac-
tice insurance, comprehensive general liability, and property insur-
ance, must maintain documentation for each cost-reporting period to
establish what their premium costs would have been had they
purchased commercial insurance for total coverage. The documenta-
tion should include, at a minimum, bids from two commercial
carriers. Bids must be obtained no less frequently than every three
years. Providers who self insure must also maintain documentation
that supports the amount of claims paid each year and any allowable
costs to be carried forward to future cost-reporting periods. Govern-
mental providers must document the existence of their claims man-
agement and risk management programs.
(xi) Regarding compensation of owners and re-
lated parties, providers must maintain the following documentation,
at a minimum, for each owner or related party: a detailed written
description of actual duties, functions, and responsibilities; docu-
mentation substantiating that the services performed are not duplica-
tive of services performed by other employees; time sheets or other
documentation verifying the hours and days worked; the amount of
total compensation paid for these duties, with a breakdown detailing
regular salary, overtime, bonuses, fringe benefits, and other pay-
ments; documentation of regular, periodic payments and/or accruals
of the compensation, documentation that the compensation is subject
to payroll or self-employment taxes; and a detailed allocation
worksheet indicating how the total compensation was allocated
across business components receiving the benefit of these duties.
(I) Regarding bonuses paid to owners and re-
lated parties, the provider must maintain clearly defined bonus
policies in its written agreements with employees or in its overall
employment policy. At a minimum, the bonus policy must include
the basis for distributing the bonuses including qualifications for
receiving the bonus, and how the amount of each bonus is calcu-
lated. Other documentation must specify who received bonuses,
whether the persons receiving bonuses are owners, related parties, or
arm’s-length employees, and the bonus amount received by each
individual.
(II) Regarding fringe benefits provided to own-
ers and related parties, the provider must maintain clearly defined
benefit policies in its written agreements with employees or in its
overall employment policy. At a minimum, the documentation must
include the basis for eligibility for each type of fringe benefit
available, who is eligible to receive each type of fringe benefit, who
actually receives each type of fringe benefit, whether the persons
receiving each type of benefit are owners, related parties, or arm’s-
length employees, and the amount of each fringe benefit received by
each individual.
(xii) Regarding all forms of compensation, provid-
ers must maintain documentation for each employee which clearly
identifies each compensation component, including regular pay,
overtime pay, incentive pay, mileage reimbursements, bonuses, sick
leave, vacation, other paid leave, deferred compensation, retirement
contributions, provider-paid instructional courses, health insurance,
disability insurance, life insurance, and any other form of compensa-
tion. Types of documentation would include insurance policies;
provider benefit policies; records showing paid leave accrued and
taken; documentation to support hours (regular and overtime)
worked and wages paid; and mileage logs or other documentation to
support mileage reimbursements and travel allowances. For accrued
fringe benefits, the documentation must clearly identify the period of
the accrual. For example, if an employee accrues two weeks of
vacation during 19x1 and receives the corresponding vacation pay
during 19x3, that employee’s compensation documentation for 19x3
should clearly indicate that the vacation pay received had been
accrued during 19x1.
(xiii) Management fees paid to related parties
must be documented as to the actual costs of the related party for
materials, supplies, and services provided to the individual provider,
and upon which the management fees were based. If the cost to the
related party includes owner compensation or compensation to re-
lated parties, documentation guidelines for those costs are specified
in clause (xi) of this subparagraph. Documentation must be main-
tained that indicates stated objectives, periodic assessment of those
objectives, and evaluation of the progress toward those objectives.
(xiv) For central office and/or home office costs,
documentation must be maintained that indicates the organization of
the business entity, including position, titles, functions, and compen-
sation. For multi-state organizations, documentation must be main-
tained that clearly defines the relationship of costs associated with
any level of management above the individual Texas contracted
entity which are allocated to the individual Texas contracted entity.
(xv) Documentation regarding depreciable assets
includes, at a minimum, historical cost, date of purchase, depreciable
basis, estimated useful life, accumulated depreciation, and the calcu-
lation of gains and losses upon disposal.
(xvi) Providers must maintain documentation
clearly itemizing their employee relations expenditures. For em-
ployee entertainment expenses, documentation must show the names
of all persons participating, along with classification of the person
attending, such as employee, nonemployee, owner, family of em-
ployee, client, or vendor.
(xvii) Adequate documentation substantiating the
offsetting of grants and contracts from federal, state, or local govern-
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ments prior to reporting either the net expenses or net revenue must
be maintained by the provider. As specified in §20.103(b)(15) of this
title (relating to Specifications for Allowable and Unallowable
Costs), such offsetting is required prior to reporting on the cost
report. The provider must maintain written documentation as to the
purpose for which the restricted revenue was received and the
offsetting of the restricted revenue against the allowable and unal-
lowable costs for which the restricted revenue was used.
(xviii) During the course of an audit or an audit
desk review, the provider must furnish any reasonable documenta-
tion requested by DHS auditors within ten working days of the
request or a later date as specified by the auditors. If the provider
does not present the requested material within the specified time, the
audit or audit desk review is closed, and DHS automatically disal-
lows the costs in question.
(xix) Any expense which cannot be adequately
documented or substantiated is disallowed. DHS is not responsible
for the contracted provider’s failure to adequately document and
substantiate reported costs.
(xx) Any cost report which is determined
unauditable through a field audit or which cannot have its costs
verified through a desk review will not be used in the reimbursement
determination process.
(3) Cost report and methodology certification. Providers
must certify the accuracy of cost reports submitted to DHS in the
format specified by DHS. Providers may be liable for civil and/or
criminal penalties if the cost report is not completed according to
DHS requirements or is determined to contain misrepresented or
falsified information. Cost report preparers must certify that they
received reimbursement methodology rules regarding allowable and
unallowable costs, that they read the reimbursement methodology
and cost report instructions, and that they understand that the cost
report must be prepared in accordance with the methodology rules
and cost report instructions. Not all persons who contributed to the
completion of the cost report must sign the certification page.
However, the certification page must be signed by a responsible
party with direct knowledge of the preparation of the cost report. A
person with supervisory authority over the preparation of the cost
report who reviewed the completed cost report may sign a certifica-
tion page in addition to the actual preparer.
(4) Requirements for cost report completion.
(A) A completed cost report must:
(i) be completed according to the cost determina-
tion rules of this chapter, program-specific allowable and unallow-
able rules, cost report instructions, and policy clarifications;
(ii) contain a signed, notarized, original certifica-
tion page;
(iii) be legible with entries in sufficiently dark
print to be photocopied;
(iv) contain all pages and schedules;
(v) be submitted on the proper cost report form;
(vi) be completed using the correct cost reporting
period; and
(vii) contain a copy of the state-issued cost report
training certificate, beginning with the 1997 cost report.
(B) Providers are required to report amounts on the
appropriate line items of the cost report pursuant to guidelines
established in the methodology rules, cost report instructions, and/or
policy clarifications. Refer to program-specific reimbursement meth-
odology rules, cost report instructions, and/or policy clarifications
for guidelines used to determine placement of amounts on cost
report line items.
(i) For nursing facilities, placement on the cost
report of an amount which was determined to be inaccurately placed
may result in vendor hold as specified in §19.2703 of this title
(relating to Vendor Hold).
(ii) For all other programs, placement on the cost
report of an amount which was determined to be inaccurately placed
constitutes an administrative contract violation. In the case of an
administrative contract violation, procedural guidelines and informal
reconsideration and/or appeal processes are specified in §20.111 of
this title (relating to Administrative Contract Violations).
(C) A completed cost report must be filed by the cost
report due date.
(i) For nursing facilities, failure to file a com-
pleted cost report by the cost report due date may result in vendor
hold as specified in §19.2703 of this title (relating to Vendor Hold).
(ii) For all other programs, failure to file a com-
pleted cost report by the cost report due date constitutes an adminis-
trative contract violation. In the case of an administrative contract
violation, procedural guidelines and informal reconsideration and/or
appeal processes are specified in §20.111 of this title (relating to
Administrative Contract Violations).
(D) DHS may excuse providers from the requirement
to submit a cost report. Exceptions are granted by DHS as described
by the program-specific reimbursement methodology rules. Provid-
ers who are excused from cost report submission will receive written
notice from DHS verifying that an exception has been granted.
(5) Cost report year. A provider’s cost report year must
coincide with the provider’s fiscal year as used by the provider for
reports to the Internal Revenue Service (IRS). Providers are respon-
sible for reporting to DHS any change in their IRS fiscal year and
subsequent cost report year by submitting written notification of the
change to DHS along with supportive IRS documentation. DHS
must be notified of the provider’s change in IRS fiscal year no later
than 30 days following the provider’s receipt of approval of the
change from the IRS.
(6) Failure to report allowable costs. DHS is not respon-
sible for the contracted provider’s failure to report allowable costs,
however any omitted costs which are identified during the desk
review or audit process will be included in the cost report or brought
to the attention of the provider to correct by submitting an amended
cost report.
(c) Cost report due date.
(1) Providers must submit cost reports to DHS no later
than 90 days following the end of the provider entity’s fiscal year or
90 days from the transmittal date of the cost report forms, whichever
due date is later.
(2) DHS may grant extensions of due dates for good
cause. A good cause is defined as a circumstance which the provider
could not reasonably be expected to control and for which adequate
advance planning and organization would not have been of any
assistance. Providers must submit requests for extensions in writing
to DHS. Requests for extensions must be received by DHS prior to
the cost report due date. DHS staff will respond in writing to
requests within 15 days of receipt.
(3) DHS may require additional financial and other
statistical information, in the form of special surveys or reports, to
ensure the fiscal integrity of the program. Providers must submit
such additional information and/or special surveys or reports to DHS
upon request by the date specified by DHS in its transmittal or cover
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letter to the special survey, report, or request for additional informa-
tion.
(d) Amended cost report due dates. DHS accepts submittal
of provider-initiated or DHS-requested amended cost reports as
follows.
(1) Provider-initiated amended cost reports must be re-
ceived no later than the date in subparagraph (A) or (B) of this
paragraph, whichever occurs first. Amended cost reports received
after the required date have no effect on the reimbursement determi-
nation. Amended cost report information that cannot be verified will
not be used in reimbursement determinations. Provider-initiated
amended cost reports must be received no later than the earlier of:
(A) 60 days after the original due date of the cost
report; or
(B) for Medicaid programs, 30 days prior to the pub-
lic hearing on proposed reimbursement or reimbursement parameter
amounts; and for non-Medicaid programs 45 days, prior to the DHS
board meeting to approve reimbursement or reimbursement parame-
ter amounts.
(2) DHS-required amendments to the cost reports must
be received on or before the date specified by the DHS in its request
for the amended cost report. Failure to submit the requested amend-
ment to the cost report by the due date is considered a failure to
complete a cost report as specified in subsection (b)(4)(C) of this
section.
(e) Field audit standards. DHS performs cost report field
audits in a manner consistent with Government Auditing Standards
issued by the Comptroller General of the United States.
(f) Cost of out-of-state audits. As specified in §20.106 of
this title (relating to Basic Objectives and Criteria for Audit and
Desk Review of Cost Reports), DHS conducts desk reviews of all
cost reports not selected for field audit. DHS also conducts field
audits of provider records and cost reports. Although the number of
field audits performed each year may vary, DHS seeks to maximize
the number of field audited cost reports available for use in its cost
projections. Whenever possible, the records necessary to verify
information submitted to DHS on cost reports, including related
party transactions and other business activities engaged in by the
provider, must be accessible to DHS audit staff within the state of
Texas. When records are not available to DHS audit staff within the
state of Texas, the provider must pay the actual costs for DHS staff
to travel and review the records out-of-state. DHS must be reim-
bursed for these costs within 60 days of the request for payment.
(1) For nursing facilities, failure to reimburse DHS for
these costs within 60 days of the request for payment may result in
vendor hold as specified in §19.2703 of this title (relating to Vendor
Hold).
(2) For all other programs, failure to reimburse DHS for
these costs within 60 days of the request for payment constitutes an
administrative contract violation. In the case of an administrative
contract violation, procedural guidelines and informal reconsidera-
tion and/or appeal processes are specified in §20.111 of this title
(relating to Administrative Contract Violations).
(g) Public hearings.
(1) Uniform reimbursements. For Medicaid programs
where reimbursements are uniform by class of service and/or pro-
vider type, DHS will hold a public hearing on proposed reimburse-
ments before the Texas Board of Human Services (board) approves
reimbursements. The purpose of the hearing is to give interested
parties an opportunity to comment on DHS’s proposed reimburse-
ments. Notice of the hearing will be provided to the public. The
notice of the public hearing will identify the name, address, and
telephone number to contact for the materials pertinent to the
proposed reimbursements. At least ten working days before the
public hearing takes place, material pertinent to the proposed state-
wide uniform Medicaid reimbursements will be made available to
the public. This material will include the proposed reimbursements,
the inflation adjustments used to determine them, and the impact on
reimbursements of the major cost limits. This material will be
furnished to anyone who requests it. After the public hearing, if
negative comments are received, a written summary of the com-
ments made during the public hearing will be presented to the board.
(2) Contractor-specific reimbursements. In programs
where reimbursements are contractor-specific, DHS will hold a
public hearing on the reimbursement determination parameter dollar
amounts (e.g., ceilings, floors, or program reimbursement formula
limits) before the board approves parameter dollar amounts. The
purpose of the hearing is to give interested parties an opportunity to
comment on DHS’s proposed reimbursement parameter dollar
amounts. Notice of the hearing will be provided to the public. The
notice of the public hearing will identify the name, address, and
telephone number to contact for the materials pertinent to the
proposed reimbursement parameter dollar amounts. At least ten
working days before the public hearing takes place, material perti-
nent to the proposed reimbursement parameter dollar amounts will
be made available to the public. This material will include the
proposed reimbursement parameter dollar amounts, the inflation
adjustments used to determine them, and the impact on the reim-
bursement parameter dollar amounts of the major cost limits. This
material will be furnished to anyone who requests it. After the public
hearing, if negative comments are received, a written summary of
the comments made during the public hearing will be presented to
the board.
(h) Insufficient cost data. If an insufficient number of accu-
rate, full-year cost reports is submitted, as would occur with a new
program, or if there are insufficient available data, as would occur in
changes in program design, changes in the definition of units of
service or changes in regulations or program requirements, reim-
bursements may be based on a pro-forma analysis by DHS staff. A
pro-forma analysis is defined as an item-by-item, or classes-of-
items, calculation of the reasonable and necessary expenses for a
provider to operate. The analysis may involve assumptions about the
salary of an administrator or program director, staff salaries, em-
ployee benefits and payroll taxes, building depreciation, mortgage
interest, contracted client care expenses, and other building or
administration expenses. To determine the cost per unit of service,
DHS adds all the pro-forma expenses and divides the total by the
estimated number of units of service that a fully operational provider
is likely to provide. The pro-forma analysis is based on available
information that is determined to be sufficient, accurate, and reliable
by DHS, including valid cost report data and survey data. The pro-
forma analysis is conducted in a way that ensures that the resultant
reimbursements are sufficient to support the requirements of the
contracted program. When DHS staff determine that sufficient and
reliable cost report data have become available, the pro-forma
reimbursement determination may be replaced with a process based
on cost reports.
§20.106. Basic Objectives and Criteria for Audit and Desk Review
of Cost Reports.
(a) The Texas Department of Human Services (DHS) con-
ducts desk reviews and field audits of provider cost reports in order
to ensure that all financial and statistical information reported in the
cost reports conforms to all applicable rules and instructions.
(1) For cost reports pertaining to providers’ fiscal years
ending in calendar year 1994, 1995 or 1996, completion must be
according to instructions and rules. DHS may require supporting
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documentation other than that contained in the cost report to sub-
stantiate reported information.
(A) For nursing facilities, failure to complete cost
reports according to instructions and rules may result in vendor hod
as specified in §19.1810 of this title (relating to Vendor Hold).
(B) For all other programs, failure to complete cost
reports according to instructions and rules constitutes an administra-
tive contract violation. In the case of an administrative contract
violation, procedural guidelines and informal reconsideration and/or
appeal processes are specified in §20.111 of this title (relating to
Administrative Contract Violations).
(2) For cost reports pertaining to providers’ fiscal years
ending in calendar year 1997 and subsequent years, completion must
be according to instructions and rules in accordance with
§20.105(b)(4) of this title (relating to General Reporting and Docu-
mentation Requirements, Methods, and Procedures). DHS may re-
quire supporting documentation other than that contained in the cost
report to substantiate reported information.
(A) For nursing facilities, failure to complete cost
reports according to instructions and rules in accordance with
§20.105(b)(4) of this title (relating to General Reporting and Docu-
mentation Requirements, Methods, and Procedures) may result in
vendor hold as specified in §19.2703 of this title (relating to Vendor
Hold).
(B) For all other programs, failure to complete cost
reports according to instructions and rules in accordance with
§20.105(b)(4) of this title (relating to General Reporting and Docu-
mentation Requirements, Methods, and Procedures) constitutes an
administrative contract violation. In the case of an administrative
contract violation, procedural guidelines and informal reconsidera-
tion and/or appeal processes are specified in §20.111 of this title
(relating to Administrative Contract Violations).
(b) The basic objective of audits and desk reviews is to
verify that each provider’s cost report:
(1) displays financial and other statistical information in
the format required by DHS;
(2) reports expenses in conformity with DHS’s lists of
allowable and unallowable costs;
(3) follows generally accepted accounting principles, ex-
cept as otherwise specified in DHS’s lists of allowable and unallow-
able costs, and other pertinent rules or as otherwise permitted in the
case of governmental entities operating on a cash or modified
accrual basis; and
(4) is completed in accordance with each program’s cost
report instructions and rules.
(c) DHS verifies the information specified in subsection (b)
of this section by:
(1) comparing each provider’s reported costs to:
(A) past patterns of expenditures for similar services;
(B) the results of previous field audits;
(C) normal operating cost relationships; and
(D) industry average costs, when available;
(2) reviewing each provider’s reported costs for:
(A) reported unallowable costs;
(B) omitted allowable costs, if discovered during the
course of the audit or desk review; and
(C) understated or overstated allowable costs, if dis-
covered during the course of the audit or desk review;
(3) checking for completion of required information;
(4) checking the format for proper cost classification;
(5) checking for mathematical accuracy; and
(6) adjusting the cost report, or notifying the provider
that research and/or corrections are required.
(d) In accordance with methodology rules, cost report in-
structions or policy clarifications, DHS may reassign allowable costs
to the appropriate line items of a cost report.
(e) DHS seeks to maximize the number of field audited cost
reports available for use in its cost projections. In addition to cost
reports selected for field audit based upon risk analysis, other
specific criteria and random sampling, DHS may conduct field
audits of cost reports that show unusual fluctuations or trends in
costs or other statistics. DHS may also conduct field audits when
desk reviews are insufficient to verify the accuracy of reported costs.
(f) For cost reports pertaining to providers’ fiscal years
ending in calendar year 1994, 1995 or 1996, each provider entity or
its designated agent(s) must allow access to any and all records
necessary to verify information submitted to DHS on cost reports.
This requirement includes records pertaining to related party transac-
tions or other business activities engaged in by the provider.
(1) For nursing facilities, failure to allow access to any
and all records necessary to verify information submitted to DHS on
cost reports may result in vendor hold as specified in §19.1810 of
this title (relating to Vendor Hold).
(2) For all other programs, failure to allow access to any
and all records necessary to verify information submitted to DHS on
cost reports constitutes an administrative contract violation. In the
case of an administrative contract violation, procedural guidelines
and informal reconsideration and/or appeal processes are specified in
§20.111 of this title (relating to Administrative Contract Violations).
(g) For cost reports pertaining to providers’ fiscal years
ending in calendar year 1997 and subsequent years, each provider
entity or its designated agent(s) must allow access to any and all
records necessary to verify information submitted to DHS on cost
reports. This requirement includes records pertaining to related party
transactions or other business activities engaged in by the provider.
(1) For nursing facilities, failure to failure to allow
access to any and all records necessary to verify information submit-
ted to DHS on cost reports may result in vendor hold as specified in
§19.2703 of this title (relating to Vendor Hold).
(2) For all other programs, failure to allow access to any
and all records necessary to verify information submitted to DHS on
cost reports constitutes an administrative contract violation. In the
case of an administrative contract violation, procedural guidelines
and informal reconsideration and/or appeal processes are specified in
§20.111 of this title (relating to Administrative Contract Violations).
(h) A contracted provider may request an informal review,
and subsequently an appeal, of a desk review or field audit disallow-
ance in accordance with §20.110 of this title (relating to Informal
Reviews and Formal Appeals).
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§20.107. Notification of Exclusions and Adjustments.
(a) The Texas Department of Human Services (DHS)
notifies providers of exclusions and adjustments to reported ex-
penses made during DHS’s desk reviews and field audits of cost
reports. DHS mails notices of desk-review exclusions and adjust-
ments within 15 working days after finalization of the desk-review
by DHS auditors. The notice consists of a letter to the provider and
desk-review adjustment sheet(s) that specifies:
(1) the line-items on the cost report that have been
adjusted or excluded;
(2) the amount of each adjustment or exclusion; and
(3) the principal reason for each adjustment or exclusion.
(b) DHS also furnishes providers with written reports of the
results of field audits. DHS mails each field audit report within 30
days after the final exit interview with the provider. An exit inter-
view is final when DHS audit staff have received, reviewed, and
analyzed all documentation from the provider pertinent to the scope
of the audit. The field audit report consists of a professional report
prepared by DHS audit staff to enumerate the results of a field audit.
Each field audit report includes a specification of:
(1) cost report line-items that have been adjusted or
excluded;
(2) the amount of each adjustment or exclusion; and
(3) the principal reason for each adjustment or exclusion.
(c) A provider may also submit a written request for DHS to
provide additional information about exceptions and adjustments to
the provider’s cost report, including citations of the laws or regula-
tions that constitute the grounds for the exceptions and adjustments.
DHS must comply with such requests in writing within 30 calendar
days.
§20.108. Determination of Inflation Indices.
(a) Function and types of indices. In order to account for
cost inflation between the reporting period and the prospective
reimbursement period, the Texas Department of Human Services
(DHS) makes adjustments to allowable costs based on inflation
factors or multipliers calculated from appropriate inflation indices.
DHS retains the discretion, on a program by program basis, to
exercise the following options in order to obtain appropriate infla-
tion indices.
(b) Contracting for inflation index development. DHS may
contract with a reputable and experienced independent professional
firm to develop appropriate optional indices for Texas. If DHS
obtains such indices under contract, the agency retains the option, on
a program by program basis, of utilizing these indices and/or those
described in the remainder of this section, either separately or in
combination, for reimbursement determination purposes.
(c) Cost inflation indices. DHS may utilize a general cost
inflation index obtained from a reputable independent professional
source and, where DHS deems appropriate and pertinent data are
available, develop and/or utilize several item-specific and program-
specific inflation indices, as follows.
(d) General cost inflation index. DHS uses the Implicit Price
Deflator-Personal Consumption Expenditures (IPD-PCE) as the gen-
eral cost inflation index. The IPD-PCE is a nationally recognized
measure of inflation published by the Bureau of Economic Analysis
of the U.S. Department of Commerce. To project or inflate costs
from the reporting period to the prospective reimbursement period,
DHS uses the lowest feasible IPD-PCE forecast consistent with the
forecasts of nationally recognized sources available to DHS at the
time proposed reimbursement is prepared for public dissemination
and comment.
(e) Item-specific and program-specific inflation indices.
DHS may use specific indices in place of the general cost inflation
index specified in subsection (d) of this section when appropriate
item-specific or program-specific cost indices are available from
DHS cost reports or other surveys, other Texas state agencies or
independent private sources, or nationally recognized public agen-
cies or independent private firms, and DHS has determined that
these specific indices are derived from information that adequately
represents the program(s) or cost(s) to which the specific index is to
be applied. For example, DHS may use specific indices pertaining to
cost items such as payroll taxes, key professional and non-
professional staff wages, and other costs subject to specific federal
or state limits. The specific indices that DHS may use include the
following.
(1) Federal Insurance Contributions Act (FICA) or Social
Security taxes, including Old Age, Survivors, and Disability Insur-
ance (OASDI) and Medicare taxes, are set by Federal statute. The
inflation index for these taxes is the average tax rate, or average tax
per payroll dollar, during the prospective reimbursement period
divided by the average tax rate, or average tax per payroll dollar,
during each provider’s reporting period. If tax rates for the prospec-
tive reimbursement period are not available at the time proposed
reimbursements are prepared for public dissemination and comment,
the most recent known rates are assumed to remain in effect.
(2) Costs associated with workers’ compensation, e.g.,
traditional insurance coverage, risk pool participation, and direct
claims settlement costs, vary widely among individual providers.
Even for those subscribing to traditional insurance, there is no
uniform "rate" per payroll dollar. Consequently, these costs are
inflated at the same rate as applicable employee wages.
(3) Except where indicated otherwise for specific pro-
grams, the unemployment tax inflation index is based on unemploy-
ment insurance payroll taxes in accordance with the Federal
Unemployment Tax Act (FUTA) and the Texas Unemployment
Compensation Act (TUCA) rates obtained from the Texas Employ-
ment Commission (TEC). Because the TUCA component of the tax
rate may be contractor-specific, DHS obtains the average effective
rates for the lowest available Standard Industrial Classification (SIC)
code pertinent to each program. The unemployment tax inflation
index is the average tax rate during the prospective reimbursement
period divided by the average tax rate during each provider’s
reporting period. If either the FUTA or TUCA rates for the prospec-
tive rate period are not available at the time proposed reimburse-
ments are prepared for public dissemination and comment, the most
recent known rates are assumed to remain in effect. When changes
occur in such factors as payroll limits to which tax rates apply, DHS
may make appropriate adjustments in projections to reflect new
limits and related factors affecting the impact of new limits, such as
employee turnover rates.
(4) The unemployment tax inflation index for the Pri-
mary Home Care program is based on Texas Employment Commis-
sion tax rate notices submitted by providers. To calculate this index,
DHS establishes a provider factor by dividing the present tax rate
shown on the TEC tax-rate notice by the tax rate shown on the
notice two years previously. These factors are then arrayed in a
distribution from lowest to highest. The inflation index is the
provider factor from the distribution array that corresponds to the
median of accumulated hours of service for all contracted providers.
(5) Inflation factors for key professional and/or parapro-
fessional staff wages and salaries, e.g., nurses, nurse aides and
attendants, are based on wage survey data pertaining to specific
types of professional and paraprofessional staff in Texas when DHS
has determined that reliable data of this kind are available for
specific or comparable programs. Projections from the cost reporting
period to the reimbursement period are based on discernible trends
or experience as evidenced by the most recent reliable data available
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at the time proposed reimbursement is prepared for public dissemi-
nation and comment, and take into consideration economic condi-
tions and regulatory changes which may be reasonably anticipated
for the reimbursement period. When DHS has determined that
reliable wage and salary data pertaining to specific types of staff in
Texas are unavailable for specific or comparable programs, inflation
factors for professional and/or paraprofessional staff are based on
the lowest feasible forecast of the IPD-PCE. Professional and/or
paraprofessional wage and benefit inflation rates for state employees
are based on state employee wage and salary increases determined
by the Texas Legislature.
(6) For the Medicaid nursing facility program, determi-
nation of adjustments to historical costs of fixed capital assets are
consistent with requirements of the federal Omnibus Budget Recon-
ciliation Act of 1984 (OBRA 1984) and Consolidated Omnibus
Budget Reconciliation Act of 1985 (COBRA 1985). For each pro-
gram, one of two options is used.
(A) Reimbursement is in the form of a fixed capital
asset use fee component of the overall reimbursement, based on
facility appraisals, as described in program-specific reimbursement
methodology rules.
(B) Reimbursement for fixed capital asset costs is
calculated based on historical costs included in the reimbursement
component designated in program-specific reimbursement methodol-
ogy rules. The index used to inflate lease expense and to adjust the
allowable depreciation base of assets which have undergone owner-
ship changes is one-half the All-item Urban Consumer Price Index
(CPI-U).
§20.109. Adjusting Reimbursement When New Legislation, Regula-
tions, or Economic Factors Affect Costs.
(a) In conducting reimbursement reviews for adjustments
the Texas Department of Human Services (DHS) takes into consid-
eration changes in laws, rules, regulations, policies, guidelines, or
economic factors which will have a demonstrable material impact on
most contracted providers’ costs of providing services meeting fede-
ral and state standards.
(1) DHS may recommend adjustments to reimbursement
when federal or state laws, rules, regulations, policies, or guidelines
are adopted, promulgated, judicially interpreted, or otherwise
changed in ways that affect allowable costs. The law, rule, regula-
tion, policy, or guideline change must result in necessary changes in
allowable costs that:
(A) affect most, if not all, contracted providers;
(B) require contracted providers to take definitive
action to incur additional allowable costs, and;
(C) would result in a reimbursement change greater
than 2.0% as described in paragraph (4) of this subsection.
(2) DHS may recommend adjustments to reimbursement
when it can be clearly demonstrated that changes in economic
factors will result in changes in allowable costs. Such changes in
economic factors include, but are not limited to, changes in the rate
of wage and price inflation that are not discernible in cost report
data or in other data available at the time reimbursement is deter-
mined, or changes in the number of participating contracted provid-
ers or clients with significantly different allowable costs for provi-
sion of care meeting program standards. The changes in economic
factors must result in changes in allowable costs that:
(A) affect most, if not all, providers;
(B) are allowable cost changes that the providers have
little or no control over, and;
(C) would result in a reimbursement change greater
than 2.0% as described in paragraph (4) of this subsection.
(3) Where adjustments are under consideration based on
changes in rules and regulations as described under paragraph (1) of
this subsection and economic factors as described under paragraph
(2) of this subsection, the 2.0% rule is based on the combined
impact of both types of influences.
(4) To determine whether adjustments to reimbursement
will be considered, DHS determines whether there would be a
reimbursement change of more than 2.0%. This 2.0% rule is applied
as follows depending upon the program’s reimbursement methodol-
ogy.
(A) In programs where reimbursements are uniform
by class of service and/or provider types, the change in the projected
reimbursement must be more than 2. 0% of the current reimburse-
ment when the projected reimbursement is calculated using a reim-
bursement database reflecting the estimated allowable costs resulting
from changes as described under paragraphs (1), (2), or (3) of this
subsection.
(B) In programs where reimbursements are
contractor-specific and the reimbursement methodology defines a
reimbursement limit, the change in the projected reimbursement
limit must be more than 2.0% of the current reimbursement limit
when the projected reimbursement limit is calculated using a reim-
bursement database reflecting the estimated allowable costs resulting
from changes as described under paragraphs (1), (2), or (3) of this
subsection.
(C) In programs where reimbursements are
contractor-specific and the reimbursement methodology defines re-
imbursements on an individual provider basis, the change in the
projected average reimbursement for all contracted providers in the
program must be more than 2. 0% of the current average reimburse-
ment when the projected average reimbursement is calculated using
a reimbursement database reflecting the estimated allowable costs
resulting from changes as described under paragraphs (1), (2), or (3)
of this subsection.
(b) DHS recommends adjustments to reimbursement for the
reasons stated in subsection (a)(1) of this section at the earliest
feasible opportunity in order for the adjustment to become effective
on the effective date of the federal or state laws, rules, regulations,
policies, or guidelines. In the case of Medicaid state plan program
reimbursements, the adjustments will not be effective until after the
federal requirements for notice are met.
(c) DHS may recommend adjustments to reimbursement
when federal or state funding is changed in ways that affect the
available funding for programs.
§20.110. Informal Reviews and Formal Appeals.
(a) General provisions.
(1) Definitions. The following words or terms, when
used in this section, shall have the following meaning, unless the
context clearly indicates otherwise.
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(A) Formal appeal–An administrative hearing re-
quested by an interested party under subsection (d) of this section
and conducted in accordance with procedures described at
§§79.1601-79.1614 of this title (relating to Formal Appeals);
(B) Informal review–The informal reexamination of
an action or determination by the Texas Department of Human
Services (DHS) under this chapter requested by an interested party
and conducted in accordance with subsection (c) of this section.
(C) Interested party–A DHS-contracted provider.
(2) Standing to file informal reviews or formal appeals.
Only an interested party has standing to file for an informal review
or formal appeal under this section.
(3) Subject matter of informal reviews and formal ap-
peals. An interested party may request an informal review or formal
appeal as follows:
(A) For cost reports pertaining to providers’ fiscal
years 1994, 1995 and 1996, related to a DHS action or determination
regarding desk review or field audit exclusions or adjustments, taken
specifically in regard to the interested party.
(B) For cost reports pertaining to providers’ fiscal
years ending in calendar year 1997 and subsequent years, regarding
a DHS action or determination under §20.102 of this title (relating to
General Principles of Allowable and Unallowable Costs), §20.103 of
this title (relating to Specifications for Allowable and Unallowable
Costs), §20.104 of this title (relating to Revenues), and §20.105
(relating to General Reporting and Documentation Requirements,
Methods and Procedures), or program-specific allowable or unallow-
able costs, taken specifically in regard to the interested party.
(b) Separation of informal reviews and formal appeals from
the reimbursement determination process.
(1) The filing of a request for an informal review or
formal appeal under this section does not stay or delay implementa-
tion of reimbursement adopted by DHS in accordance with the
requirements of this chapter.
(2) Closure of cost report databases used in the reim-
bursement determination process and application of results of pend-
ing review or appeal. To facilitate the timely and efficient
calculation of reimbursement amounts, DHS closes cost report data-
bases used in the reimbursement determination process prior to the
proposal of reimbursement amounts.
(A) Impact on database of pending informal review or
formal appeal. If an informal review is pending at the time the
database is closed, the database shall include the interested party’s
cost report data including any adjustments made either in the desk
review or field audit. If a formal appeal is pending at the time the
database is closed, the database shall include the interested party’s
cost report data including any adjustments required as a result of the
informal review.
(B) Uniform reimbursement.
(i) For programs where reimbursement is uniform
by class of service and/or provider type, the cost report database
used in reimbursement determination is closed six weeks prior to the
public hearing on the proposed reimbursement that is based on the
cost report database.
(ii) If an informal review or formal appeal is
pending at the time the cost report database is closed, the results of
the informal review or formal appeal shall be applied during the next
reimbursement determination cycle, if applicable.
(C) Contractor-specific reimbursement.
(i) For programs where reimbursement is
contractor-specific the cost report database is closed ten weeks prior
to the end of the reimbursement determination cycle.
(ii) If an informal review or formal appeal is
pending at the time the cost report database is closed, the results of
the informal review or formal appeal shall be applied to the inter-
ested party’s payment retroactively to the beginning of the current
reimbursement determination cycle. The results of the informal
review or formal appeal shall not be applied to the cost report
database as a whole or to any other reimbursement amounts influ-
enced by the cost report database as a whole until the next reim-
bursement determination cycle, if applicable.
(c) Informal review.
(1) An interested party who disputes a DHS action or
determination under this chapter may request an informal review
under this section. The purpose of an informal review is to provide
for the informal and efficient resolution of the matters in dispute. An
informal review is not a formal administrative hearing, but is a
prerequisite to obtaining a formal administrative hearing and is
conducted according to the following procedures:
(A) The interested party must contact the commis-
sioner of DHS in writing within 20 calendar days of the date on
DHS’s written notification of the exclusions or adjustments to
request an informal review.
(B) An interested party must, with its request for an
informal review, submit a concise statement of the specific actions
or determinations it disputes, its recommended resolution, and any
supporting documentation the interested party deems relevant to the
dispute. It is the responsibility of the interested party to render all
pertinent information at the time of its request for an informal
review.
(2) On receipt of a request for informal review, the
commissioner or his designee assigns the review to appropriate DHS
staff.
(A) The lead staff member coordinates a review by
appropriate DHS staff of the information submitted by the interested
party. Staff may request additional information from the interested
party, which must be received in writing by the lead staff member
within 14 calendar days of the request for additional information.
Information received after 14 days may not be used in the panel’s
written decision unless the interested party receives approval of the
lead DHS staff member to submit the information after 14 days.
(B) Within 30 days of the date the request for infor-
mal review is received by DHS or the date additional requested
information is received by DHS, the lead staff member must send
the interested party its written decision by certified mail, return
receipt requested.
(d) Administrative hearings. An interested party who dis-
agrees with the results of an informal review conducted under
subsection (c) of this section may file a formal appeal of the review.
The interested party must file a written request for a formal appeal
with the Hearings Department, Texas Department of Human Ser-
vices, Mail Code W-613, P.O. Box 149030, Austin, Texas
78714-9030, within 15 calendar days after receiving the DHS review
panel’s written decision as specified in subsection (c) of this section.
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The formal appeal is limited to the issues that were considered in the
informal review process. The information from the interested party
is limited to the pertinent information considered in the informal
review process. DHS conducts formal appeals in accordance with
the provisions of §§79.1601-79.1614 of this title (relating to Formal
Appeals). If there is a conflict between the applicable section of
Chapter 79 of this title (relating to Legal Services) and the provi-
sions of this chapter, the provisions of this chapter prevail.
§20.111. Administrative Contract Violations. The Texas Depart-
ment of Human Services (DHS) may take the following actions for
administrative contract violations.
(1) DHS grants the provider a compliance period of no
more than 30 calendar days to correct a contract violation. At the
end of the compliance period, if DHS determines that a contract
violation is not corrected, but determines that the provider has made
substantial progress toward correcting the contract violation, DHS
may grant an additional one-time extension period of up to 15
calendar days.
(2) If the contract violation is not corrected within the
compliance period, DHS imposes vendor hold on payments to the
provider.
(3) If a contract violation is not corrected within 60 days
from the date the provider is placed on vendor hold, DHS may
cancel the provider’s contract on the 61st day. A provider may
request an informal reconsideration and an appeal hearing. A request
for an informational reconsideration must be made in writing to the
commissioner of the Texas Department of Human Services, P.O.
Box 149030, Austin, Texas 78714-9030. Regulations governing
these appeals are specified in §79.1605(a) of this title (relating to
Request for a Hearing). If the provider appeals the contract cancella-
tion by DHS and the adverse action is sustained by an administrative
law judge or judicial proceeding, the effective date of the contract
cancellation is the date the administrative law judge’s decision
becomes final. Unless otherwise specifically provided for, DHS
makes no payment for services provided by the provider after the
effective date of the provider’s contract cancellation. DHS may
continue payments for no more than 30 calendar days from the date
DHS cancels or fails to renew a provider’s contract if DHS deter-
mines that:
(A) reasonable efforts are being made to transfer cli-
ents to another provider or to alternate care; and
(B) additional time is needed to effect an orderly
transfer of the clients.
This agency hereby certifies that the proposal has been reviewed by
legal counsel and found to be within the agency’s authority to adopt.
Issued in Austin, Texas, on May 13, 1996.
TRD-9606607 Glenn Scott
General Counsel, Legal Services
Texas Department of Human Services
Proposed date of adoption: August 19, 1996
For further information, please call: (512) 438-3765
♦ ♦ ♦
Chapter 24. Reimbursement Methodology
The Texas Department of Human Services (DHS) proposes the repeal
of §§24.101, 24.102, 24.201, 24.301, 24.401, 24.501, and 24.601, and
new §24. 101, concerning general specifications and methodology, in
its Reimbursement Methodology chapter. The purpose of the repeals
and new section is to clarify to which cost report fiscal years this
chapter applies.
Also in this issue of the Texas Register, DHS is proposing new Chapter
20 and related policies in Chapters 19, 46, 47, 48, 50, and 52 of this
title.
Burton F. Raiford, commissioner, has determined that for the first five-
year period the sections are in effect there will be no fiscal implications
for state or local government as a result of enforcing or administering
the sections.
Mr. Raiford also has determined that for each year of the first five years
the sections are in effect the public benefit anticipated as a result of
enforcing the sections will be to clarify to which cost report fiscal years
this chapter applies. There will be no effect on small businesses. There
is no anticipated economic cost to persons who are required to comply
with the proposed sections.
A public hearing will be held at 1:30 p.m. on June 10, 1996, in the
Texas Department of Human Services Board Room, 701 West 51st
Street, Austin, Texas.
Questions about the content of this proposal may be directed to
Carolyn Pratt at (512) 438-4057 in DHS’s Rate Analysis Department.
Written comments on the proposal may be submitted to Supervisor,
Rules Unit, Media and Policy Services-177, Texas Department of
Human Services E-205, P.O. Box 149030, Austin, Texas 78714-9030,
within 30 days of publication in the Texas Register. Contact Kathy Hall
in Austin at (512) 438-3702, or a local DHS office, for copies of the
proposed rules.
Subchapter A. Determination of Payment Rates
• 40 TAC §24.101, §24.102
(Editor’s note: The text of the following sections proposed for repeal will not
be published. The sections may be examined in the offices of the Texas
Department of Human Services or in the Texas Register office, Room 245,
James Earl Rudder Building, 1019 Brazos Street, Austin.)
The repeals are proposed under the Human Resources Code, Title 2,
Chapters 22 and 32, which authorizes the department to administer
public and medical assistance programs; and under Texas Govern-
ment Code, §531.021, which provides the Health and Human Services
Commission with the authority to administer federal medical assistance
funds.




This agency hereby certifies that the proposal has been reviewed by
legal counsel and found to be within the agency’s authority to adopt.
Issued in Austin, Texas, on May 13, 1996.
TRD-9606608 Glenn Scott
General Counsel, Legal Services
Texas Department of Human Services
Proposed date of adoption: August 19, 1996
For further information, please call: (512) 438-3765
♦ ♦ ♦
• 40 TAC §24.101
The new section is proposed under the Human Resources Code, Title
2, Chapters 22 and 32, which authorizes the department to administer
public and medical assistance programs; and under Texas Govern-
ment Code, §531.021, which provides the Health and Human Services
Commission with the authority to administer federal medical assistance
funds.
The new section implements the Human Resources Code, §§22.001-
22.030 and §§32.001-32.042.
§24.101. General Specifications and Methodology.
(a) For cost reports pertaining to providers’ fiscal years
ending in calendar year 1997 and subsequent years, providers who
were required to comply with the provisions of Chapter 24 must
comply with the provisions of Chapter 20 of this title (relating to
Cost Determination Process).
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(b) For cost reports pertaining to providers’ fiscal years
ending in calendar year 1994, 1995, or 1996, providers who were
required to comply with the provisions of this chapter will be
governed by §§20.101 of this title (relating to Introduction) , 20.106
of this title (relating to Basic Objectives and Criteria for Audit and
Desk Review of Cost Reports), 20.107 of this title (relating to
Notification of Exclusions and Adjustments), 20.108 of this title
(relating to Determination of Inflation Indices), 20.109 of this title
(relating to Adjusting Reimbursement When New Legislation, Regu-
lations, or Economic Factors Affect Costs), 20.110 of this title
(relating to Informal Reviews and Formal Appeals), and 20.111 of
this title (relating to Administrative Contract Violations), and the
following.
(1) Amended cost report due dates. All contracted pro-
viders must submit cost reports to the Texas Department of Human
Services (DHS) in a manner prescribed by DHS. DHS accepts
amended cost reports submitted on the request of the provider until
180 days after the due date of the cost report or 15 working days
prior to the public hearing on proposed reimbursements, whichever
occurs first. Since this is a prospective reimbursement system with-
out a provision for reconciliation, amended cost reports filed after
this date have no effect on the reimbursement and are not accepted.
Amended cost report information that cannot be verified by ten
working days prior to the hearing will not be used in reimbursement
determination.
(2) Out-of-state audits. DHS conducts either desk re-
views and/or field audits of the cost reports that it receives. Al-
though the number of field audits performed each year may vary,
DHS seeks to maximize the number of field audited cost reports
available for use in its cost projections. Whenever possible, the
records necessary to verify information submitted to DHS on Medic-
aid cost reports, including related-party transactions and other busi-
ness activities engaged in by the provider, must be accessible to
DHS audit staff in the State of Texas. When records are not
available to DHS audit staff within the state, the provider must pay
the actual costs for DHS staff to travel and review the records out of
state. If a provider fails to reimburse DHS for these costs within 60
days of the request for payment, DHS may place a hold on the
vendor payments until the costs are paid in full. Providers may be
notified about exclusions and adjustments to reported expenses made
during desk reviews and field audits.
(3) Exclusions and adjustments. In addition to the exclu-
sions and adjustments made during desk reviews and field audits,
DHS may exclude or adjust certain expenses in the cost report data
base in order to base reimbursements on the reasonable and neces-
sary costs that an economical and efficient provider must incur.
These adjustments include, but are not necessarily limited to, reve-
nue offsets, fixed-capital-asset cost limits, percentile cap limits on
administration and facility costs, occupancy adjustments and cost
projections.
(4) Public hearings. DHS must hold a public hearing
before the Texas Board of Human Services determines reimburse-
ment. The purpose of the hearing is to give interested persons an
opportunity to comment on DHS’s proposed reimbursements. DHS
must provide notice of the hearing to the public and, at least ten
working days before the hearing takes place, must make material
pertinent to the proposed reimbursements available to the public. At
a minimum, this material must include DHS’s proposed reimburse-
ments, the inflation factors used to determine them, and the impact
on reimbursements of the major cost limits applied under the provi-
sions of paragraph (3) of this subsection. DHS must furnish this
material to anyone who requests it from the DHS division responsi-
ble for reimbursement recommendations. After the hearing, DHS
must provide the Texas Board of Human Services with a written
summary of the comments made during the public hearing.
(5) Pro-forma analysis. If, in the professional opinion of
DHS staff, an insufficient number of accurate, full-year cost reports
is submitted or there is information that causes doubt about the
accuracy or applicability of the available data, the Texas Board of
Human Services may promulgate payment reimbursements based on
a pro-forma analysis by DHS staff. A pro-forma analysis is defined
as an item by item calculation of the essential expenses necessary
for an economic and efficient provider to operate. The analysis may
involve assumptions about the salary of the administrator, staff
salaries, employee benefits and payroll taxes, facility depreciation,
mortgage interest, dietary expenses, and other facility and adminis-
tration expenses. To determine the cost per unit of service, DHS
adds all the pro-forma expenses and divides the total by the esti-
mated number of units of service that a fully operational provider is
likely to provide. The pro-forma analysis must be based on all the
information available, including valid cost report data and survey
data, in a way that ensures that the resultant reimbursements are
sufficient to support an economic and efficient provider. When DHS
staff determine that sufficient and reliable cost report data have
become available, the Texas Board of Human Services may replace
pro-forma reimbursements with cost report based reimbursements.
This agency hereby certifies that the proposal has been reviewed by
legal counsel and found to be within the agency’s authority to adopt.
Issued in Austin, Texas, on May 13, 1996.
TRD-9606609 Glenn Scott
General Counsel, Legal Services
Texas Department of Human Services
Proposed date of adoption: August 19, 1996
For further information, please call: (512) 438-3765
♦ ♦ ♦
Subchapter B. Desk Review of Cost Reports
• 40 TAC §24.201
(Editor’s note: The text of the following section proposed for repeal will not
be published. The section may be examined in the offices of the Texas
Department of Human Services or in the Texas Register office, Room 245,
James Earl Rudder Building, 1019 Brazos Street, Austin.)
The repeal is proposed under the Human Resources Code, Title 2,
Chapters 22 and 32, which authorizes the department to administer
public and medical assistance programs; and under Texas Govern-
ment Code, §531.021, which provides the Health and Human Services
Commission with the authority to administer federal medical assistance
funds.
The repeal implements the Human Resources Code, §§22.001-22.030
and §§32.001-32.042.
§24.201. Basic Objectives and Criteria for Desk Review of Cost
Reports.
This agency hereby certifies that the proposal has been reviewed by
legal counsel and found to be within the agency’s authority to adopt.
Issued in Austin, Texas, on May 13, 1996.
TRD-9606615 Glenn Scott
General Counsel, Legal Services
Texas Department of Human Services
Proposed date of adoption: August 19, 1996
For further information, please call: (512) 438-3765
♦ ♦ ♦
Subchapter C. Inflation Indices
• 40 TAC §24.301
(Editor’s note: The text of the following section proposed for repeal will not
be published. The section may be examined in the offices of the Texas
Department of Human Services or in the Texas Register office, Room 245,
James Earl Rudder Building, 1019 Brazos Street, Austin.)
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The repeal is proposed under the Human Resources Code, Title 2,
Chapters 22 and 32, which authorizes the department to administer
public and medical assistance programs; and under Texas Govern-
ment Code, §531.021, which provides the Health and Human Services
Commission with the authority to administer federal medical assistance
funds.
The repeal implements the Human Resources Code, §§22.001-22.030
and §§32.001-32.042.
§24.301. Determination of Inflation Indices.
This agency hereby certifies that the proposal has been reviewed by
legal counsel and found to be within the agency’s authority to adopt.
Issued in Austin, Texas, on May 13, 1996.
TRD-9606614 Glenn Scott
General Counsel, Legal Services
Texas Department of Human Services
Proposed date of adoption: August 19, 1996
For further information, please call: (512) 438-3765
♦ ♦ ♦
Subchapter D. Notification of Exclusions and
Adjustments
• 40 TAC §24.401
(Editor’s note: The text of the following section proposed for repeal will not
be published. The section may be examined in the offices of the Texas
Department of Human Services or in the Texas Register office, Room 245,
James Earl Rudder Building, 1019 Brazos Street, Austin.)
The repeal is proposed under the Human Resources Code, Title 2,
Chapters 22 and 32, which authorizes the department to administer
public and medical assistance programs; and under Texas Govern-
ment Code, §531.021, which provides the Health and Human Services
Commission with the authority to administer federal medical assistance
funds.
The repeal implements the Human Resources Code, §§22.001-22.030
and §§32.001-32.042.
§24.401. Notification.
This agency hereby certifies that the proposal has been reviewed by
legal counsel and found to be within the agency’s authority to adopt.
Issued in Austin, Texas, on May 13, 1996.
TRD-9606613 Glenn Scott
General Counsel, Legal Services
Texas Department of Human Services
Proposed date of adoption: August 19, 1996
For further information, please call: (512) 438-3765
♦ ♦ ♦
Subchapter E. Adjustments That Result From
New Legislation, Regulations, or Economic
Factors
• 40 TAC §24.501
(Editor’s note: The text of the following section proposed for repeal will not
be published. The section may be examined in the offices of the Texas
Department of Human Services or in the Texas Register office, Room 245,
James Earl Rudder Building, 1019 Brazos Street, Austin.)
The repeal is proposed under the Human Resources Code, Title 2,
Chapters 22 and 32, which authorizes the department to administer
public and medical assistance programs; and under Texas Govern-
ment Code, §531.021, which provides the Health and Human Services
Commission with the authority to administer federal medical assistance
funds.
The repeal implements the Human Resources Code, §§22.001-22.030
and §§32.001-32.042.
§24.501. Adjusting Rates When New Legislation, Regulations, or
Economic Factors Affect Costs.
This agency hereby certifies that the proposal has been reviewed by
legal counsel and found to be within the agency’s authority to adopt.
Issued in Austin, Texas, on May 13, 1996.
TRD-9606612 Glenn Scott
General Counsel, Legal Services
Texas Department of Human Services
Proposed date of adoption: August 19, 1996
For further information, please call: (512) 438-3765
♦ ♦ ♦
Subchapter F. Dispute Resolution
• 40 TAC §24.601
(Editor’s note: The text of the following section proposed for repeal will not
be published. The section may be examined in the offices of the Texas
Department of Human Services or in the Texas Register office, Room 245,
James Earl Rudder Building, 1019 Brazos Street, Austin.)
The repeal is proposed under the Human Resources Code, Title 2,
Chapters 22 and 32, which authorizes the department to administer
public and medical assistance programs; and under Texas Govern-
ment Code, §531.021, which provides the Health and Human Services
Commission with the authority to administer federal medical assistance
funds.
The repeal implements the Human Resources Code, §§22.001-22.030
and §§32.001-32.042.
§24.601. Reviews and Administrative Hearings.
This agency hereby certifies that the proposal has been reviewed by
legal counsel and found to be within the agency’s authority to adopt.
Issued in Austin, Texas, on May 13, 1996.
TRD-9606611 Glenn Scott
General Counsel, Legal Services
Texas Department of Human Services
Proposed date of adoption: August 19, 1996
For further information, please call: (512) 438-3765
♦ ♦ ♦
Chapter 46. Residential Care Program
The Texas Department of Human Services (DHS) proposes the repeal
of §46. 7001 and new §46.7001 and §46.7002, concerning reimburse-
ment methodology for the Residential Care Program, in its Residential
Care Program chapter. The purpose of the repeal and new sections is
to clarify current reimbursement methodology practice and incorporate
cost report procedural changes.
Also in this issue of the Texas Register, DHS is proposing new Chapter
20 and related policies in Chapters 19, 24, 47, 48, 50, and 52 of this
title.
Burton F. Raiford, commissioner, has determined that for the first five-
year period the sections are in effect there will be no fiscal implications
for state or local government as a result of enforcing or administering
the sections.
Mr. Raiford also has determined that for each year of the first five years
the sections are in effect the public benefit anticipated as a result of
enforcing the sections will be a better understanding of the reimburse-
ment methodology due to inclusion of additional detail. There will be no
effect on small businesses. There is no anticipated economic cost to
persons who are required to comply with the proposal.
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A public hearing will be held at 1:30 p.m. on June 10, 1996, in the
Texas Department of Human Services Board Room, 701 West 51st
Street, Austin, Texas.
Questions about the content of this proposal may be directed to
Carolyn Pratt at (512) 438-4057 in DHS’s Rate Analysis Department.
Written comments on the proposal may be submitted to Supervisor,
Rules Unit, Media and Policy Services-177, Texas Department of
Human Services E-205, P.O. Box 149030, Austin, Texas 78714-9030,
within 30 days of publication in the Texas Register. Contact Kathy Hall
in Austin at (512) 438-3702, or a local DHS office, for copies of the
proposed rules.
Support Documents
• 40 TAC §46.7001
(Editor’s note: The text of the following section proposed for repeal will not
be published. The section may be examined in the offices of the Texas
Department of Human Services or in the Texas Register office, Room 245,
James Earl Rudder Building, 1019 Brazos Street, Austin.)
The repeal is proposed under the Human Resources Code, Title 2,
Chapter 22, which authorizes the department to administer public
assistance programs.
The repeal implements Human Resources Code, §§22.001-22.030.
§46.7001. Reimbursement Methodology for Residential Care.
This agency hereby certifies that the proposal has been reviewed by
legal counsel and found to be within the agency’s authority to adopt.
Issued in Austin, Texas, on May 13, 1996.
TRD-9606610 Glenn Scott
General Counsel, Legal Services
Texas Department of Human Services
Proposed date of adoption: August 19, 1996
For further information, please call: (512) 438-3765
♦ ♦ ♦
• 40 TAC §46.7001, §46.7002
The new sections are proposed under the Human Resources Code,
Title 2, Chapter 22, which authorizes the department to administer
public assistance programs.
The new sections implement Human Resources Code, §§22.001-
22.030.
§46.7001. Reimbursement Methodology for Residential Care Pro-
gram.
(a) General requirements. Cost reports pertaining to provid-
ers’ fiscal years ending in calendar year 1994, 1995, or 1996 will be
governed by the information in this section and the information in
§24.101(b) of this title (relating to General Specifications and Meth-
odology). In addition, the Texas Department of Human Services
(DHS) applies the general principles of cost determination as speci-
fied in §20.101 of this title (relating to Introduction). Cost reports
pertaining to providers’ fiscal years ending in calendar year 1997
and subsequent years will be governed by the information in
§46.7002 of this title (relating to Reimbursement Methodology for
Residential Care: 1997 and Subsequent Cost Reports).
(b) Cost reporting.
(1) Cost report submittal. All contracted providers must
submit a cost report unless the number of days between the date the
first DHS client received services and the provider’s fiscal year end
is 30 days or fewer.
(2) Excused from submission of cost reports. The pro-
vider may be excused from submitting a cost report if circumstances
beyond the control of the provider make cost report completion
impossible, such as the loss of records due to natural disasters or
removal of records from the provider’s custody by any regulatory
agency. Requests to be excused from submitting a cost report must
be received by DHS’s Rate Analysis Department before the due date
of the cost report.
(3) Cost report due date. The provider must submit the
cost report no later than 90 days following receipt of the cost report
forms. DHS may grant an extension of the due date for good cause.
Good cause is that cause outside the control of the provider. The
provider must submit a request for extension in writing to DHS
before the cost report due date. Rate Analysis Department staff
respond to requests within 10 workdays of receipt.
(4) Reporting period. The provider must prepare the cost
report to reflect the activities of the provider during the provider’s
previous fiscal year. Cost reports may be required for other periods
at the discretion of DHS.
(5) Failure to file an acceptable cost report. Failure to
file a cost report according to all applicable rules and instructions
constitutes an administrative contract violation. In the case of an
administrative contract violation, procedural guidelines and informal
reconsideration and/or appeal processes are specified in §20.111 of
this title (relating to Administrative Contract Violations).
(6) Accounting requirements. The provider must ensure
that financial and statistical information submitted in cost reports is
based upon the accrual method of accounting, except for govern-
mental institutions operated on the cash method of accounting. The
provider’s treatment of any financial or statistical item must reflect
the application of the generally accepted accounting principles
(GAAP) approved by the American Institute of Certified Public
Accountants.
(7) Reviews and field audits of cost reports. DHS finan-
cial audits are performed according to the requirements stated in
§20. 106 of this title (relating to Basic Objectives and Criteria for
Audit and Desk Review of Cost Reports), and providers will be
notified of the results of a desk review or a field audit in accordance
with §20.107 of this title (relating to Notification of Exclusions and
Adjustments). Providers may request an informal review and, if
necessary, an administrative hearing to dispute an action taken by
DHS under §20.110 of this title (relating to Informal Reviews and
Formal Appeals).
(8) Record-keeping requirements. Providers must main-
tain records according to the requirements stated in §69. 205 of this
title (relating to Contractor’s Records).
(9) Failure to maintain records. Failure to maintain ade-
quate records to support the financial and statistical information
reported in cost reports constitutes an administrative contract viola-
tion. In the case of an administrative contract violation, procedural
guidelines and informal reconsideration and/or appeal processes are
specified in §20.111 of this title (relating to Administrative Contract
Violations).
(c) Reimbursement determination.
(1) Reporting and verification of allowable costs.
(A) Providers are responsible for reporting only al-
lowable costs on the cost report, except where cost report instruc-
tions indicate that other costs are to be reported in specific lines or
sections. Only allowable cost information is used to determine
recommended reimbursements. DHS excludes from reimbursement
determination any unallowable expenses included in the cost report
and makes the appropriate adjustments to expenses and other infor-
mation reported by providers. The purpose is to ensure that the
database reflects costs and other information which are necessary for
the provision of services and which are consistent with federal and
state regulations.
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(B) Individual cost reports may not be included in the
database used for reimbursement determination if:
(i) there is reasonable doubt as to the accuracy or
allowability of a significant part of the information reported; or
(ii) an auditor determines that reported costs are
not verifiable.
(C) When material pertinent to proposed reimburse-
ments is made available to the public, the material will include the
number of cost reports eliminated from reimbursement determina-
tion for the reason stated in subparagraph (B)(i) of this paragraph.
(2) Residential care reimbursement. DHS determines rec-
ommended reimbursement for residential care as follows.
(A) DHS’s cost determination process recasts re-
ported allowable expense data in a consistent manner to determine









(B) DHS lowers facility, transportation (vehicle), and
administration expenses to reflect expenses for a provider at the
lower of:
(i) 85% occupancy rate; or
(ii) the overall average occupancy rate for licensed
beds in facilities included in the database during the cost-reporting
periods included in the base. The occupancy adjustment is applied if
the provider’s occupancy rate is below 85% or the overall average,
whichever is lower. The occupancy adjustment is determined by the
individual provider occupancy rate being divided by .85 or the
average occupancy rate of all providers in the database.
(C) Payroll taxes and employee benefits are allocated
to each salary line item on the cost report on a pro rata basis based
on the portion of that salary line item to the amount of total salary
expense for the appropriate group of staff. Employee benefits will be
charged to a specific salary line item if the benefits are reported
separately. The allocated payroll taxes and employee benefits are
Federal Insurance Contributions Act or social security, Medicare
contributions, Workers’ Compensation Insurance, the Federal Unem-
ployment Tax Act, and the Texas Unemployment Compensation
Act.
(D) Allowable salaries paid to the director, adminis-
trator, assistant administrator, owner, or partner who work for the
Residential Care contracted provider, may be limited to the 90th
percentile of an array of salary costs for the director, administrator,
assistant administrator, owner, or partner.
(E) Each provider’s total reported allowable costs,
excluding depreciation and mortgage interest, are projected from the
historical cost-reporting period to the prospective reimbursement
period as described in §20.108 of this title (relating to Determination
of Inflation Indices). The prospective reimbursement period is the
period of time that the reimbursement is expected to be in effect.
(F) Cost area per diem expenses are calculated by
dividing total reported allowable costs for each cost area by the total
days of service. DHS rank orders cost area per diem expenses from
low to high to produce projected per diem expense arrays.
(G) Recommended reimbursement is determined by
selecting from each cost area the median day of service and the
corresponding per diem expense times 1.07. The resulting cost area
amounts are totaled to become the recommended per diem reim-
bursement.
(3) Exceptions to the reimbursement determination
methodology. DHS may adjust reimbursement to compensate for
anticipated future changes in the Residential Care Program require-
ments in accordance with §20.109 of this title (relating to Adjusting
Reimbursement When New Legislation, Regulations, or Economic
Factors Affect Costs).
(4) Authority to determine reimbursement. The authority
to determine reimbursement is specified in §20.101 of this title
(relating to Introduction).
(d) Factors affecting allowable costs. Costs are allowable
under this program if the provider ensures that they are:
(1) necessary and reasonable for the proper and efficient
administration of a program to deliver services for which DHS has
contracted;
(2) authorized or not prohibited under state or local laws
or regulations;
(3) consistent with any limitations or exclusions de-
scribed in this section, federal or state laws, or other governing
limitations as to types or amounts of cost items;
(4) consistent with policies, regulations, and procedures
that apply uniformly to both the Residential Care Program and other
activities of the organization of which the provider is a part;
(5) treated consistently using generally accepted account-
ing principles (GAAP) appropriate to the circumstances;
(6) not allocable to or included as a cost of any other
program in either the current or a prior period; and
(7) the net of all applicable credits.
(e) Definition of reasonableness. A cost is reasonable if, in
its nature and amount, it does not exceed that which would be
incurred by an ordinarily prudent person in the conduct of competi-
tive business. In determining the reasonableness of a given cost,
DHS considers the following:
(1) whether the cost is of a type generally recognized as
ordinary and necessary for the operation of the business or the
performance under the contract;
(2) the restraints or requirements imposed by generally
accepted sound business practices, arm’s length bargaining, federal
and state laws and regulations, and contract terms and specifications;
and
(3) the action that a prudent person would take in the
circumstances, considering his responsibilities to the public, the
government, his employees, clients, shareholders, or members, and
the fulfillment of the purpose for which the business was organized.
(f) Unallowable costs. Unallowable costs are expenses in-
curred by a provider which are not directly or indirectly related to
the provision of contracted services according to applicable laws,
rules, and standards. The following list is a general guide to the
various unallowable costs frequently encountered in cost reports
submitted by providers and is not intended to be inclusive of all
possible unallowable costs:
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(1) advertising expenses other than those for yellow
pages advertising, newspaper advertising for employee recruitment,
and advertising to meet statutory or regulatory requirements;
(2) allowances for bad debts or other uncommon ac-
counts;
(3) business expense from business operations not related
to the provision of services for which DHS has contracted;
(4) contributions to political activities or contributions to
charity;
(5) discounts for administrative reasons; courtesy, cash,
trade, and quantity discounts; rebates; or other discounts granted;
(6) dues to all political and social organizations, and to
professional organizations not directly and predominantly concerned
with resident or patient care;
(7) entertainment expenses, except for entertainment
which is reported as an employee benefit;
(8) expenses incurred for services not related to the
provision of services for which DHS has contracted;
(9) expenses for purchases of goods and services from
revenues received from restricted or unrestricted gifts, donations,
endowments, and trusts;
(10) expenses which are not the legal obligation of the
provider;
(11) expenses of donated items, including depreciation
and amortization of the value of the donations;
(12) fees for corporation or association board of direc-
tors; partnership or corporation filing fees;
(13) fines and other penalties for violation of statute or
ordinance; penalties for late payment of taxes, utilities, mortgages,
and other similar penalties;
(14) fund-raising and promotion expenses; public rela-
tions expenses;
(15) insurance expenses for life insurance premiums if
the beneficiary is the provider organization; and for insurance on
assets not related to the delivery of services for which DHS has
contracted;
(16) interest expense on loans for assets not related to
the delivery of services for which DHS has contracted; interest
expenses must be reduced or offset by interest income except
interest income from funded depreciation accounts or qualified
pension funds;
(17) personal compensation not related to the delivery of
services for which DHS has contracted;
(18) personal expenses not related to the delivery of
services for which DHS has contracted;
(19) expenses for the purchase of services, facilities or
supplies from related organizations or parties must not exceed the
lower of the cost to the related party or organization or the price of
comparable services, facilities, or supplies purchased in an arm’s
length transaction;
(20) rental or lease expense on any item not related to
the delivery of services for which DHS has contracted;
(21) tax expense for federal, state, or local income tax;
any tax levied on assets not related to the delivery of services for
which DHS has contracted; and
(22) transportation expenses for vehicles which are not
generally suited to functions related to the provision of services for
which DHS has contracted.
§46.7002. Reimbursement Methodology for Residential Care: 1997
and Subsequent Cost Reports.
(a) General requirements. For the completion and submittal
of cost reports pertaining to providers’ fiscal years ending in calen-
dar year 1997 and subsequent years, providers must apply the
information in this section. Texas Department of Human Services
(DHS) applies the general principles of cost determination as speci-
fied in §20.101 of this title (relating to Introduction).
(b) Cost reporting.
(1) Providers must follow the cost-reporting guidelines
as specified in §20. 105 of this title (relating to General Reporting
and Documentation Requirements, Methods, and Procedures).
(2) All contracted providers must submit a cost report
unless the number of days between the date the first DHS client
received services and the provider’s fiscal year end is 30 days or
fewer.
(3) The provider may be excused from submitting a cost
report if circumstances beyond the control of the provider make cost
report completion impossible, such as the loss of records due to
natural disasters or removal of records from the provider’s custody
by any regulatory agency. Requests to be excused from submitting a
cost report must be received by DHS’s Rate Analysis Department
before the due date of the cost report.
(c) Reimbursement determination.
(1) Reporting and verification of allowable costs.
(A) Providers are responsible for reporting only al-
lowable costs on the cost report, except where cost report instruc-
tions indicate that other costs are to be reported in specific lines or
sections. Only allowable cost information is used to determine
recommended reimbursements. DHS excludes from reimbursement
determination any unallowable expenses included in the cost report
and makes the appropriate adjustments to expenses and other infor-
mation reported by providers. The purpose is to ensure that the
database reflects costs and other information which are necessary for
the provision of services and which are consistent with federal and
state regulations.
(B) Individual cost reports may not be included in the
database used for reimbursement determination if:
(i) there is reasonable doubt as to the accuracy or
allowability of a significant part of the information reported; or
(ii) an auditor determines that reported costs are
not verifiable.
(C) When material pertinent to proposed reimburse-
ments is made available to the public, the material will include the
number of cost reports eliminated from reimbursement determina-
tion for the reason stated in subparagraph (B)(i) of this paragraph.
(2) Residential care reimbursement. DHS determines
reimbursement for residential care as follows.
(A) DHS’s cost determination process recasts re-
ported allowable expense data in a consistent manner to determine










(B) DHS lowers facility, transportation (vehicle), and
administration expenses to reflect expenses for a provider at the
lower of:
(i) 85% occupancy rate; or
(ii) the overall average occupancy rate for licensed
beds in facilities included in the database during the cost-reporting
periods included in the base. The occupancy adjustment is applied if
the provider’s occupancy rate is below 85% or the overall average,
whichever is lower. The occupancy adjustment is determined by the
individual provider occupancy rate being divided by .85 or the
average occupancy rate of all providers in the database.
(C) Payroll taxes and employee benefits are allocated
to each salary line item on the cost report on a pro rata basis based
on the portion of that salary line item to the amount of total salary
expense for the appropriate group of staff. Employee benefits will be
charged to a specific salary line item if the benefits are reported
separately. The allocated payroll taxes and employee benefits are
Federal Insurance Contributions Act or social security, Medicare
contributions, Workers’ Compensation Insurance, the Federal Unem-
ployment Tax Act, and the Texas Unemployment Compensation
Act.
(D) Allowable salaries paid to the director, adminis-
trator, assistant administrator, owner, or partner who work for the
Residential Care contracted provider, may be limited to the 90th
percentile of an array of salary costs for the director, administrator,
assistant administrator, owner, or partner.
(E) Each provider’s total reported allowable costs,
excluding depreciation and mortgage interest, are projected from the
historical cost-reporting period to the prospective reimbursement
period as described in §20.108 of this title (relating to Determination
of Inflation Indices). The prospective reimbursement period is the
period of time that the reimbursement is expected to be in effect.
(F) Cost area per diem expenses are calculated by
dividing total reported allowable costs for each cost area by the total
days of service. DHS rank orders cost area per diem expenses from
low to high to produce projected per diem expense arrays.
(G) DHS determines reimbursement by selecting
from each cost area the median day of service and the corresponding
per diem expense times 1.07. The resulting cost area amounts are
totaled to determine the per diem reimbursement.
(3) Exceptions to the reimbursement determination meth-
odology. DHS may adjust reimbursement to compensate for antici-
pated future changes in the Residential Care Program requirements
in accordance with §20.109 of this title (relating to Adjusting
Reimbursement When New Legislation, Regulations, or Economic
Factors Affect Costs).
(d) Authority to determine reimbursement. The authority to
determine reimbursement is specified in §20.101 of this title (relat-
ing to Introduction).
(e) Allowable and unallowable costs. In determining
whether a cost is allowable or unallowable, providers must follow
the guidelines as specified in §20.102 and §20.103 of this title
(relating to General Principals of Allowable and Unallowable Costs,
and Specifications for Allowable and Unallowable Costs). In addi-
tion to these sections, the following allowable and unallowable costs
are applicable in the Residential Care Program.
(1) Allowable costs. Medical supplies required to pro-
vide Residential Care services are allowable. Allowable medical
costs include, but are not limited to, supply costs associated with the
administration of medications, such as medication cups, syringes for
insulin injections, stethoscopes, blood pressure cuffs, and thermome-
ters.
(2) Unallowable costs. Unallowable costs include, but
are not limited to, prescription drugs; non-legend drugs; medical
records costs; and compensation for physicians, pharmacists, and
medical directors.
(f) Reporting revenue. Revenues must be reported on the
cost report in accordance with §20.104 of this title (relating to
Revenues).
(g) Reviews and field audits of cost reports. DHS performs
desk reviews or field audits of cost reports of contracted providers.
The frequency and nature of the field audit are determined by DHS
to ensure the fiscal integrity of the program. Desk reviews and field
audits will be conducted in accordance with §20.106 of this title
(relating to Basic Objectives and Criteria for Audit and Desk Re-
view of Cost Reports), and providers will be notified of the results
of a desk review or a field audit in accordance with §20.107 of this
title (relating to Notification of Exclusions and Adjustments). Pro-
viders may request an informal review and, if necessary, an adminis-
trative hearing to dispute an action taken by DHS under §20.110 of
this title (relating to Informal Reviews and Formal Appeals).
This agency hereby certifies that the proposal has been reviewed by
legal counsel and found to be within the agency’s authority to adopt.
Issued in Austin, Texas, on May 13, 1996.
TRD-9606616 Glenn Scott
General Counsel, Legal Services
Texas Department of Human Services
Proposed date of adoption: August 19, 1996
For further information, please call: (512) 438-3765
♦ ♦ ♦
Chapter 47. Primary Home Care
Support Documents
• 40 TAC §47.5901, §47.5902
The Texas Department of Human Services (DHS) proposes an amend-
ment to §47.5901, concerning reimbursement methodology for Primary
Home Care services and Family Care services, and new §47.5902,
concerning reimbursement methodology for Primary Home Care and
Family Care services: 1997 and subsequent cost reports, in its Primary
Home Care chapter. The purpose of the amendment and new section
is to clarify current reimbursement methodology practice and incorpo-
rate cost report procedural changes. In addition, the proposal
establishes cost determination rules that are consistent across pro-
grams, provide explicit guidelines for auditors, provide specific instruc-
tions concerning cost reporting, and provide guidelines in areas such
as documentation and allocation methods. The proposal also clarifies
the calculation of administration costs to nonpriority and priority 1
services of the Primary Home Care and Family Care programs.
Also in this issue of the Texas Register, DHS is proposing new Chapter
20 and related policies in Chapters 19, 24, 46, 48, 50, and 52 of this
title.
Burton F. Raiford, commissioner, has determined that for the first five-
year period the sections are in effect there will be no fiscal implications
for state or local government as a result of enforcing or administering
the sections.
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Mr. Raiford also has determined that for each year of the first five years
the section are in effect the public benefit anticipated as a result of
enforcing the sections will be a better understanding of the reimburse-
ment methodology due to inclusion of additional detail, and a single set
of guidelines to facilitate financial accountability relating to service
delivery. There will be no effect on small businesses. There is no
anticipated economic cost to persons who are required to comply with
the proposed sections.
A public hearing will be held at 1:30 p.m. on June 10, 1996, in the
Texas Department of Human Services Board Room, 701 West 51st
Street, Austin, Texas.
Questions about the content of this proposal may be directed to
Carolyn Pratt at (512) 438-4057 in DHS’s Rate Analysis Department.
Written comments on the proposal may be submitted to Supervisor,
Rules Unit, Media and Policy Services-177, Texas Department of
Human Services E-205, P.O. Box 149030, Austin, Texas 78714-9030,
within 30 days of publication in the Texas Register. Contact Kathy Hall
in Austin at (512) 438-3702, or a local DHS office, for copies of the
proposed rules.
The amendment and new section are proposed under the Human
Resources Code, Title 2, Chapters 22 and 32, which authorizes the
department to administer public and medical assistance programs; and
under Texas Government Code, §531.021, which provides the Health
and Human Services Commission with the authority to administer
federal medical assistance funds.
The amendment and new section implement the Human Resources
Code, §§22. 001-22.030 and §§32.001-32.042.
§47.5901. Reimbursement Methodology for Primary Home Care
Services and Family Care Services.
(a) General requirements. Cost reports pertaining to provid-
ers’ fiscal years ending in calendar year 1994, 1995, or 1996 [or
1995] will be governed by the information in this section and the
information in §24.101(b) of this title (relating to General Speci-
fications and Methodology). In addition, the Texas Department
of Human Services (DHS) applies the general principles of cost
determination as specified in §20.101 of this title (relating to
Introduction). Cost reports pertaining to providers’ fiscal years
ending in calendar year 1997 and subsequent years will be
governed by the information in §47.5902 of this title (relating to
Reimbursement Methodology for Primary Home Care (PHC)
and Family Care (FC) Services: 1997 and Subsequent Cost
Reports).
(b) Cost reporting. Provider agencies must submit financial
and statistical information at least annually on cost report forms
provided by the Texas Department of Human Services (DHS) or on
facsimiles which are formatted according to DHS specifications and
are preapproved by DHS staff. All contracted providers must submit
a cost report unless the number of days between the date the first
DHS client received services and the provider’s fiscal year end is 30
days or fewer. The provider may be excused from submitting a cost
report if circumstances beyond the control of the provider make cost
report completion impossible, such as the loss of records due to
natural disasters or removal of records from the provider’s custody
by any governmental entity. Requests to be excused from submitting
a cost report must be received by the Rate Analysis Department of
DHS before the due date of the cost report. [The Texas Board of
Human Services determines reimbursements as specified in §24.101
and §24.102 of this title (relating to General Specifications and
Methodology).]
(1)-(3) (No change.)
(4) Failure to file an acceptable cost report. Failure [If a
provider agency fails] to file a cost report according to all applicable
rules and instructions constitutes an administrative contract viola-
tion. In the case of an administrative contract violation, proce-
dural guidelines and informal reconsideration and/or appeal
processes are specified in §20.111 of this title (relating to Admin-
istrative Contract Violations). [, DHS may withhold all provider
payments until the provider agency submits an acceptable cost
report.]
(5)-(8) (No change.)
(9) Reviews and field audits of cost reports. DHS
performs desk reviews or field audits of cost reports of con-
tracted providers. The frequency and nature of the field audit
are determined by DHS to ensure the fiscal integrity of the
program. Desk reviews and field audits will be conducted in
accordance with §20.106 of this title (relating to Basic Objectives
and Criteria for Audit and Desk Review of Cost Reports), and
providers will be notified of the results of a desk review or a
field audit in accordance with §20.107 of this title (relating to
Notification of Exclusions and Adjustments). Providers may
request an informal review and, if necessary, an administrative
hearing to dispute an action taken by DHS under §20.110 of this
title (relating to Informal Reviews and Formal Appeals). [Review
of cost reports. DHS staff review each cost report to ensure that all
financial and statistical information submitted conforms to all appli-
cable rules and instructions. The review of the cost report includes a
desk audit. DHS reviews all cost reports according to the criteria in
§24.201 of this title (relating to Basic Objectives and Criteria for
Desk Review of Cost Reports). If a provider agency fails to com-
plete cost reports according to instructions or rules, DHS returns the
cost reports to the provider agency for proper completion. DHS may
require information other than that contained in the cost report to
substantiate reported information.]
[(10) Field audits. DHS may perform field audits on all
provider agencies that participate in the program. DHS determines
the frequency and nature of audits, but ensures that they are not less
than that required by federal regulations relating to the administra-
tion of the program.
[(11) Notification of exclusions and adjustments. DHS
notifies providers of exclusions and adjustments to reported ex-
penses made during desk reviews and field audits of cost reports as
specified in §24.401 of this title (relating to Notification).
[(12) Access to records. Each provider agency or its
designated agent(s) must allow access to any and all records neces-
sary to verify information submitted to DHS on cost reports. This
requirement includes records pertaining to related-party transactions
and other business activities engaged in by the provider agency. If a
provider agency does not allow inspection of pertinent records
within 30 days following written notice from DHS, a hold is placed
on vendor payments until access to the records is allowed. If the
provider agency continues to deny access to records, DHS may
cancel the provider agency’s contract.]
(10) [(13)] Recordkeeping requirements. Provider agen-
cies must maintain records according to the requirements stated in
§69.205 of this title (relating to Contractor’s Records). Provider
agencies must ensure that records are accurate and sufficiently
detailed to support the financial and statistical information contained
in cost reports.
(11)[(14)] Failure to maintain adequate records. Failure
[If a provider agency fails] to maintain adequate records to support
the financial and statistical information reported in cost reports
constitutes an administrative contract violation. In the case of an
administrative contract violation, procedural guidelines and in-
formal reconsideration and/or appeal processes are specified in
§20.111 of this title (relating to Administrative Contract Viola-
tions). [, DHS allows 30 days for the provider agency to bring
recordkeeping into compliance. If a provider agency fails to correct
deficiencies within 30 days from the date of notification of the
deficiency, DHS may cancel the provider agency’s contract for
services.]
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(c) Reimbursement determination. DHS determines reim-
bursement in the following manner.
(1) Cost determination by cost area. DHS combines re-
ported allowable costs into six cost areas, after allocating payroll
taxes to each salary line item on the cost report on a pro rata basis
based on the portion of that salary line item to the amount of total
salary expense and after applying employee benefits directly to the
corresponding salary line item.
(A)-(B) (No change.)
(C) Administration cost area. This includes adminis-
trative salaries and wages, and other administrative expenses. These
costs are allocated between nonpriority and Priority 1 services
for PHC and FC. Administration expenses equal to $0.18 per
Priority 1 hour of service are allocated to PHC and FC Priority
1. To calculate the administration unit cost the remaining non-
allocated administration costs are divided by total nonpriority
and Priority 1 hours of service, combining PHC and FC hours,
in order to calculate the administration unit. For PHC and FC
nonpriority, the calculated administration unit cost is the
nonpriority administration unit cost. For PHC and FC Priority
1, the $0.18 is added to the calculated administration unit cost to
determine the Priority 1 administration unit cost. [These costs
are allocated between nonpriority services for PHC and FC and
Priority 1 services for PHC and FC, with $0.18 allocated per Priority
1 hour of service and the remaining administration costs allocated to
nonpriority hours of service. The administration costs allocated to
nonpriority services are divided by total nonpriority hours of service,
combining PHC and FC nonpriority hours, in order to calculate each
provider’s nonpriority administration unit cost. The administration
costs allocated to Priority 1 services are divided by total Priority 1
hours of service, combining PHC Priority 1 hours and FC Priority 1
hours, in order to calculate each provider’s Priority 1 administration
unit cost.]
(D)-(E) (No change.)
(F) Family Care (FC) field supervisors cost area. This
includes FC field supervisors’ salaries, wages, training, travel ex-
penses and other expenses. These costs are divided by total hours
of FC service, including total nonpriority and Priority 1 service
hours, in order to calculate each provider’s FC field supervisor
unit cost. [For reimbursement effective on or after November 1,
1994, the field supervisor costs from the 1992 Family Care Cost
Report are divided by the total hours of FC service reported on the
1992 Family Care Cost Report in order to calculate each provider’s
FC field supervisor unit cost.]
(2) (No change.)
(3) Projected costs. DHS projects allowable expenses,
excluding depreciation and mortgage interest, per hour of service
from each provider agency’s reporting period to the next ensuing
reimbursement period as described in §20.108 of this title (relating
to Determination of Inflation Indices). [DHS determines reason-
able and appropriate economic adjusters as described in §24.301 of
this title (relating to Determination of Inflation Indices) to calculate
the projected expenses. DHS also adjusts reimbursements where new
legislation, regulations, or economic factors affect costs as specified
in §24.501 of this title (relating to Adjusting Rates When New
Legislation, Regulations, or Economic Factors Affect Costs).]
(4)-(5) (No change.)
(6) Total recommended reimbursement.
(A)-(B) (No change.)
(C) For Family Care nonpriority clients. [For reim-
bursement effective May 1, 1995,] DHS determines the recom-
mended reimbursement by summing the recommended
reimbursement described in paragraph (5) of this subsection for the
cost area components described in paragraph (1) (B)-(D) and (F) of
this subsection.
(D) (No change.)
(7) Authority to determine reimbursement. The au-
thority to determine reimbursement is specified in §20.101 of
this title (relating to Introduction). [Reimbursement determination
authority. The Texas Board of Human Services recommends for
approval to the Texas Health and Human Services Commission
Primary Home Care reimbursements, based on the methodology in
the state plan and the provisions of which are included in this
chapter. The Texas Board of Human Services approves Family Care
reimbursements, as these are non-Medicaid services.]
(8) Exceptions to the reimbursement determination
methodology. DHS may adjust reimbursement to compensate for
anticipated future changes in the program requirements in ac-
cordance with §20.109 of this title (relating to Adjusting Reim-
bursement When New Legislation, Regulations, or Economic
Factors Affect Costs). [Reviews of cost report disallowances. A
provider agency may request notification of the exclusions and
adjustments to reported expenses made during either desk reviews or
field audits according to §24.401 of this title (relating to Notifica-
tion). Providers may request an informal review and, if necessary, an
administrative hearing to dispute an action taken by DHS under
§24.601 of this title (relating to Reviews and Administrative Hear-
ings).]
(d)-(f) (No change.)
§47.5902. Reimbursement Methodology for Primary Home Care and
Family Care Services: 1997 and Subsequent Cost Reports.
(a) General requirements. For the completion and submittal
of cost reports pertaining to providers’ fiscal years ending in calen-
dar year 1997 and subsequent years, providers must apply the
information in this section. Texas Department of Human Services
(DHS) applies the general principles of cost determination as speci-
fied in §20.101 of this title (relating to Introduction).
(b) Cost reporting. Providers must follow the cost-reporting
guidelines as specified in §20.105 of this title (relating to General
Reporting and Documentation Requirements, Methods and Proce-
dures).
(1) All contracted providers must submit a cost report
unless the number of days between the date the first DHS client
received services and the provider’s fiscal year end is 30 days or
fewer. The provider may be excused from submitting a cost report if
circumstances beyond the control of the provider make cost report
completion impossible, such as the loss of records due to natural
disasters or removal of records from the provider’s custody by any
governmental entity. Requests to be excused from submitting a cost
report must be received by DHS’s Rate Analysis Department before
the due date of the cost report.
(2) Providers are responsible for reporting only allowable
costs on the cost report, except where cost report instructions
indicate that other costs are to be reported in specific lines or
sections. Only allowable cost information is used to determine
recommended reimbursement. DHS excludes from reimbursement
determination unallowable expenses included in the cost report and
makes the appropriate adjustments to expenses and other informa-
tion reported by providers. The purpose is to ensure that the database
reflects costs and other information which are necessary for the
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provision of services and are consistent with federal and state
regulations.
(A) Individual cost reports may not be included in the
database used for reimbursement determination if:
(i) there is reasonable doubt as to the accuracy or
allowability of a significant part of the information reported; or
(ii) an auditor determines that reported costs are
not verifiable.
(B) When material pertinent to proposed reimburse-
ments is made available to the public, the material will include the
number of cost reports eliminated from reimbursement determina-
tion for the reason stated in subparagraph (A)(i) of this paragraph.
(c) Reimbursement determination. DHS determines reim-
bursement in the following manner.
(1) Cost determination by cost area. DHS combines
reported allowable costs into six cost areas, after allocating payroll
taxes to each salary line item on the cost report on a pro rata basis
based on the portion of that salary line item to the amount of total
salary expense and after applying employee benefits directly to the
corresponding salary line item.
(A) Primary Home Care field supervisors cost area.
This includes Primary Home Care field supervisors’ salaries, wages,
training, and travel expenses. These costs are divided by total hours
of Primary Home Care service, including total nonpriority and
Priority 1 service hours, in order to calculate each provider’s Pri-
mary Home Care field supervisor unit cost.
(B) Nonpriority attendants cost area. This includes
nonpriority Primary Home Care (PHC) and Family Care (FC) atten-
dants’ salaries and wages, and travel expenses. These costs are
divided by total nonpriority hours of service, including PHC and FC
nonpriority service hours, in order to calculate each provider’s
nonpriority attendant unit cost.
(C) Administration cost area. This includes adminis-
trative salaries and wages, and other administrative expenses. These
costs are allocated between nonpriority and priority 1 services for
PHC and FC. Administration expenses equal to $0.18 per Priority 1
hour of service are allocated to PHC and FC Priority 1. To calculate
the administration unit cost the remaining non-allocated administra-
tion costs are divided by total nonpriority and Priority 1 hours of
service, combining PHC and FC hours, in order to calculate the
administration unit. For PHC and FC nonpriority, the calculated
administration unit cost is the nonpriority administration unit cost.
For PHC and FC Priority 1, the $0.18 is added to the calculated
administration unit cost to determine the Priority 1 administration
unit cost.
(D) Facility cost area. This includes building and
equipment expenses, and operation and maintenance expenses.
(E) Priority 1 attendants cost area. This includes Pri-
ority 1 PHC and FC attendants’ salaries and wages, and travel
expenses. These costs are divided by total Priority 1 hours of
service, including PHC and FC Priority 1 service hours, in order to
calculate each provider’s Priority 1 attendant unit cost.
(F) Family Care field supervisors cost area. This in-
cludes FC field supervisors’ salaries, wages, training, travel ex-
penses and other expenses. These costs are divided by total hours of
FC service, including total nonpriority and Priority 1 service hours,
in order to calculate each provider’s FC field supervisor unit cost.
(2) Projected costs. DHS projects allowable expenses,
excluding depreciation and mortgage interest, per hour of service
from each provider agency’s reporting period to the next ensuing
reimbursement period. DHS determines reasonable and appropriate
economic adjusters as described in §20.108 of this title (relating to
Determination of Inflation Indices) to calculate the projected ex-
penses. For providers reporting traditional workers’ compensation
insurance (WCI) policy premium costs, their reported workers’
compensation costs are inflated by applying the WCI index as
calculated in §20.108(c)(2) of this title (relating to Determination of
Inflation Indices), plus additional inflation percentages for a risk
pool surcharge and for premium differential and modifiers associ-
ated with the home health industry. DHS also adjusts reimbursement
where new legislation, regulations, or economic factors affect costs
as specified in §20.109 of this title (relating to Adjusting Reimburse-
ment When New Legislation, Regulations, or Economic Factors
Affect Costs). Depreciation and mortgage interest expenses are not
projected.
(3) Projected cost arrays. To calculate the reimbursement
per hour of service, DHS rank orders from low to high all provider
agencies’ projected allowable costs per hour of service in each cost
area and all provider agencies’ projected total costs.
(4) Recommended reimbursement for each cost area
component. The hours of service used to calculate each cost area
component for each provider agency are summed until the median
hour of service is reached. The corresponding projected expense is
the weighted median cost component. The cost component for each
cost area is multiplied by 1.044 to calculate the recommended
reimbursement for each cost area component.
(5) Total recommended reimbursement.
(A) For Primary Home Care nonpriority clients. DHS
determines the recommended reimbursement by summing the rec-
ommended reimbursement described in paragraph (4) of this subsec-
tion for the cost area components described in paragraph (1)(A)-(D)
of this subsection.
(B) For Primary Home Care Priority 1 clients. DHS
determines the recommended reimbursement by adding the recom-
mended reimbursement described in subparagraph (A) of this para-
graph to the recommended reimbursement described in paragraph
(4) of this subsection for the cost area component described in
paragraph (1)(E) of this subsection.
(C) For Family Care nonpriority clients. DHS deter-
mines the recommended reimbursement by summing the recom-
mended reimbursement described in paragraph (4) of this subsection
for the cost area components described in paragraph (1)(B)-(D) and
(F) of this subsection.
(D) For Family Care Priority 1 clients. DHS deter-
mines the recommended reimbursement by adding the recommended
reimbursement described in subparagraph (C) of this paragraph to
the recommended reimbursement described in paragraph (4) of this
subsection for the cost area component described in paragraph (1)(E)
of this subsection.
(6) Reimbursement determination authority. The reim-
bursement determination authority is specified in §20.101 of this
title (relating to Introduction).
(7) Desk reviews and field audits of cost reports. DHS
performs desk reviews or field audits on all contracted providers.
The frequency and nature of the field audits are determined by DHS
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to ensure the fiscal integrity of the program. Desk reviews and field
audits will be conducted in accordance with §20.106 of this title
(relating to Basic Objectives and Criteria for Audit and Desk Re-
view of Cost Reports), and providers will be notified of the results
of a desk review or an audit in accordance with §20.107 of this title
(relating to Notification of Exclusions and Adjustments). Providers
may request an informal review and, if necessary, an administrative
hearing to dispute an action taken by DHS under §20.110 of this title
(relating to Informal Reviews and Formal Appeals).
(d) Factors affecting allowable costs. Providers must follow
the guidelines in determining whether a cost is allowable or unal-
lowable as specified in §20.102 this title (relating to General Princi-
ples of Allowable and Unallowable Costs) and §20.103 of this title
(relating to Specifications for Allowable and Unallowable Costs).
(e) Reporting revenues. Revenues must be reported on the
cost report in accordance with §20.104 of this title (relating to
Revenues).
This agency hereby certifies that the proposal has been reviewed by
legal counsel and found to be within the agency’s authority to adopt.
Issued in Austin, Texas, on May 13, 1996.
TRD-9606617 Glenn Scott
General Counsel, Legal Services
Texas Department of Human Services
Proposed date of adoption: August 19, 1996
For further information, please call: (512) 438-3765
♦ ♦ ♦
Chapter 48. Community Care for Aged and
Disabled
The Texas Department of Human Services (DHS) proposes the repeal
of §48. 6020, concerning reimbursement methodology and §48.9805,
concerning reimbursement methodology for Congregate and Home-
delivered Meals; amendments to §48.2613, concerning reimbursement
methodology for Client-managed Attendant Services, §48.9801, con-
cerning reimbursement methodology for Special Services to Persons
with Disabilities-Shared Attendant Care, and §48. 9808, concerning
reimbursement methodology for the Community Living Assistance and
Support Services Waiver Program-a 1915(c) Medicaid Home and
Community-based Waiver for Persons With Related Conditions; and
new §48.2614, concerning reimbursement methodology for Client-
Managed Attendant Services: 1997 and subsequent cost reports,
§48.6020, concerning reimbursement methodology for the Community-
based Alternatives Waiver Program-a 1915(c) Medicaid Home and
Community-based Waiver for Aged and Disabled Adults Who Meet
Criteria for Alternatives to Nursing Facility Care, §48.6021, concerning
reimbursement methodology for the Community-based Alternatives
Waiver Program-a 1915(c) Medicaid Home and Community-based
Waiver for Aged and Disabled Adults Who Meet Criteria for Alterna-
tives to Nursing Facility Care: 1997 and Subsequent Cost Reports,
§48.9802, concerning reimbursement methodology for Special Ser-
vices for Handicapped Adults-Shared Attendant Care: 1997 and Sub-
sequent Cost Reports, §48.9805, concerning reimbursement
methodology for Congregate and Home-delivered Meals, §48.9806,
concerning reimbursement methodology for Congregate and Home-
Delivered Meals: 1997 and Subsequent Cost Reports, and §48.9809,
concerning reimbursement methodology for the Community Living As-
sistance and Support Services Waiver Program-a 1915(c) Medicaid
Home and Community-based Waiver for Persons With Related Condi-
tions: 1997 and Subsequent Cost Reports, in its Community Care for
Aged and Disabled chapter. The purpose of the repeal, amendments,
and new sections is to clarify current reimbursement methodology
practice and incorporate cost report procedural changes, to establish
cost determination rules that are consistent across programs, provide
explicit guidelines for auditors, to provide specific instructions concern-
ing cost reporting, and to provide guidelines in areas such as docu-
mentation and allocation methods.
Also in this issue of the Texas Register, DHS is proposing new Chapter
20 and related policies in Chapters 19, 24, 46, 47, 50, and 52 of this
title.
Burton F. Raiford, commissioner, has determined that for the first five-
year period the sections are in effect there will be no fiscal implications
for state or local government as a result of enforcing or administering
the sections.
Mr. Raiford also has determined that for each year of the first five years
the sections are in effect the public benefit anticipated as a result of
enforcing the sections will be a single set of guidelines to facilitate
financial accountability relating to service delivery and a better under-
standing of the reimbursement methodology due to inclusion of addi-
tional detail. There will be no effect on small businesses. There is no
anticipated economic cost to persons who are required to comply with
the proposed sections.
A public hearing will be held at 1:30 p.m. on June 10, 1996, in the
Texas Department of Human Services Board Room, 701 West 51st
Street, Austin, Texas.
Questions about the content of this proposal may be directed to
Carolyn Pratt at (512) 438-4057 in DHS’s Rate Analysis Department.
Written comments on the proposal may be submitted to Supervisor,
Rules Unit, Media and Policy Services-177, Texas Department of
Human Services E-205, P.O. Box 149030, Austin, Texas 78714-9030,
within 30 days of publication in the Texas Register. Contact Kathy Hall
in Austin at (512) 438-3702, or a local DHS office, for copies of the
proposed rules.
Client-managed Attendant Services
• 40 TAC §48.2613, §48.2614
The amendment and new section are proposed under the Human
Resources Code, Title 2, Chapters 22 and 32, which authorizes the
department to administer public and medical assistance programs; and
under Texas Government Code, §531.021, which provides the Health
and Human Services Commission with the authority to administer
federal medical assistance funds.
The amendment and new section implement the Human Resources
Code, §§22. 001-22.030 and §§32.001-32.042.
§48.2613. Cost Reporting Guidelines for Client-managed Attendant
Services.
(a) General requirements. Cost reports pertaining to
providers’ fiscal years ending in calendar year 1994, 1995, or
1996 will be governed by the information in this section, and the
information in §24. 101(b) of this title (relating to General
Specifications and Methodology). In addition, the Texas Depart-
ment of Human Services (DHS) applies the general principles of
cost determination as specified in §20.101 of this title (relating to
Introduction). Cost reports pertaining to providers’ fiscal years
ending in calendar year 1997 and subsequent years will be
governed by the information in §48.2614 of this title (relating to
Cost Reporting for Client-Managed Attendant Services: 1997
and Subsequent Cost Reports).
(b)[(a)] Definition of contracted provider. The term con-
tracted provider, when used in this section, shall have the following
meaning, unless the context clearly indicates otherwise - An agency
that has contracted with the Texas Department of Human Services
(DHS) to provide the Community Care for Aged and Disabled
(CCAD) Services that DHS has authorized for eligible clients.
(c)[(b)] Cost reporting. Contracted providers must submit
financial and statistical information at least annually on cost report
forms provided by DHS or on facsimiles preapproved by DHS and
formatted according to DHS specifications. Contract-specific reim-
bursements [reimbursement rates] are determined through either the
procurement or reimbursement [rate] negotiation process with DHS
staff and the contracted provider. The reimbursement rate is per hour
of service.
(1) Cost report due date. Contracted providers must sub-
mit cost reports to DHS by the due date stated in the cost report
transmittal letter, which is usually 90 days following the receipt of
the cost report forms. All contracted providers must submit a cost
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report unless the number of days between the date the first DHS
client received services and the provider’s fiscal year end is 30
days or fewer. The provider may be excused from submitting a
cost report if circumstances beyond the control of the provider
make cost report completion impossible, such as the loss of
records due to natural disasters or removal of records from the
provider’s custody by any governmental entity. Requests to be
excused from submitting a cost report must be received by
DHS’s Rate Analysis Department before the due date of the cost
report.
(2) Extension of due date. DHS may grant extensions of
due dates for good cause. Good cause is defined as a situation that
the provider could not reasonably be expected to control. Contracted
providers must submit requests for extensions to DHS in writing
before the cost report due date. Rate Analysis [Provider Reimburse-
ment] Department staff respond to requests within ten workdays of
receipt.
(3) Reporting period. The contracted provider must pre-
pare the cost report to reflect the activities of the contracted provider
during its previous fiscal year. Cost reports may be required for
other periods at the discretion of DHS.
(4) Failure to file an acceptable cost report. Failure [If a
contracted provider fails] to file a cost report according to all
applicable rules and instructions, constitutes an administrative
contract violation. In the case of an administrative contract
violation, procedural guidelines and informal reconsideration
and/or appeal processes are specified in §20.111 of this title
(relating to Administrative Contract Violations). [DHS may with-
hold all provider payments until the contracted provider submits an
acceptable cost report.]
(5) Accounting requirements. The contracted provider
must ensure that financial and statistical information submitted in
cost reports is based upon the accrual method of accounting, except
for governmental institutions operated on the cash or modified
accrual method of accounting. The contracted provider’s treatment
of any financial or statistical item must reflect the application of the
generally accepted accounting principles (GAAP) approved by the
American Institute of Certified Public Accountants (AICPA).
(6) Allocation methods. If allocation of costs is neces-
sary, contracted providers must use reasonable methods of alloca-
tion. DHS adjusts allocated costs if it considers the allocation
method is unreasonable. The contracted provider must retain
workpapers supporting allocations.
(7) Cost report certification. Contracted providers must
certify the accuracy of cost reports submitted to DHS in the format
specified by DHS. Contracted providers may be liable for civil
and/or criminal penalties in the case of misrepresented or falsified
information.
(8) Cost report supplements. DHS may require additional
financial and statistical information other than the information con-
tained in the cost report.
(9) Reviews and field audits of cost reports. DHS
performs desk reviews or field audits of cost reports of con-
tracted providers. The frequency and nature of the field audit
are determined by DHS to ensure the fiscal integrity of the
program. Desk reviews and field audits will be conducted in
accordance with §20.106 of this title (relating to Basic Objectives
and Criteria for Audit and Desk Review of Cost Reports), and
providers will be notified of the results of a desk review or a
field audit in accordance with §20.107 of this title (relating to
Notification of Exclusions and Adjustments). Providers may
request an informal review and, if necessary, an administrative
hearing to dispute an action taken by DHS under §20.110 of this
title (relating to Informal Reviews and Formal Appeals). [Review
of cost reports. DHS staff review each cost report to ensure that all
financial and statistical information submitted conforms to all appli-
cable rules and instructions. The review of the cost report includes a
desk audit. If a contracted provider fails to complete a cost report
according to instructions or rules, DHS returns the cost report to the
contracted provider for proper completion. DHS may require infor-
mation other than that contained in the cost report to substantiate
reported information.]
[(10) Onsite audits. DHS may perform onsite audits on
all contracted providers that participate in the program. DHS deter-
mines the frequency and nature of audits, but ensures that they are
not less than that required by regulations relating to the administra-
tion of the program. Failure to allow DHS to perform an audit in
sufficient detail to verify reported information may result in the
withholding of provider payments.
[(11) Cost of out-of-state audits. When possible, the re-
cords necessary to verify information submitted to DHS on cost
reports, including related-party transactions and other business activ-
ities engaged in by the provider, must be accessible to DHS audit
staff in Texas. When records are not available to DHS audit staff
within the state, the contracted provider must pay the costs for DHS
staff to travel and review the records out-of-state. If a provider fails
to reimburse DHS for these costs within 30 days of the request for
payment, DHS may place a hold on the provider’s vendor payments
until the costs are paid in full.
[(12) Notification by regular mail. DHS notifies provid-
ers by regular mail of exclusions and adjustments to reported
expenses made during desk reviews and onsite audits of cost reports.
[(A) DHS mails notices of desk-review exclusions
and adjustments within ten workdays after entering them in the cost-
report data base. The notice consists of a one-page desk-review audit
adjustment sheet that specifies the line-items on the cost report that
have been adjusted or excluded, the amount of each adjustment or
exclusion, and the principal reason for each adjustment or exclusion.
[(B) DHS mails each onsite audit report within 30
days after the final exit interview with the contracted provider. An
exit interview is final when DHS audit staff have received, re-
viewed, and analyzed all documentation from the contracted pro-
vider pertinent to the scope of the audit. The onsite audit report
consists of a multiple-page professional report prepared by DHS
audit staff to enumerate the results of the onsite audit. Each onsite
audit report includes a specification of cost-report line-items that
have been adjusted or excluded, the amount of each adjustment or
exclusion, and the principal reason for each adjustment or exclusion.
[(C) DHS mails onsite audit reports and notices of
desk-review exclusions and adjustments to the addresses that provid-
ers have given to DHS as their standard mailing addresses. How-
ever, if a provider submits a written request for DHS to send an
onsite audit report or a notice of desk-review exclusions and adjust-
ments to another address, DHS must do so.
[(D) A provider may also submit a written request for
DHS to provide additional information about exceptions and adjust-
ments to the provider’s cost reports, including citations of the laws
or regulations that constitute the grounds for the exceptions and
adjustments. DHS must provide the additional information in writing
within 30 calendar days.
[(13) Access to records. Each contracted provider or its
designated agent(s) must allow access to any and all records neces-
sary to verify information submitted to DHS on cost reports. This
requirement includes records pertaining to related-party transactions
and other business activities engaged in by the contracted provider.
If a contracted provider does not allow inspection of pertinent
21 TexReg 4570 May 24, 1996 Texas Register ♦
records within 30 days following written notice from DHS, a hold is
placed on vendor payments until access to the records is allowed. If
the provider continues to deny access to records, DHS may cancel
the provider’s contract.]
(10)[(14)] Recordkeeping requirements. Contracted pro-
viders must maintain records according to the requirements stated in
§69.205 [§69.202] of this title (relating to Contractors’ Records) .
Contracted providers must ensure that records are accurate and
sufficiently detailed to support the financial and statistical informa-
tion contained in cost reports. Failure [If a provider fails] to
maintain adequate records to support the financial and statistical
information reported in cost reports constitutes an administrative
contract violation. In the case of an administrative contract
violation, procedural guidelines and informal reconsideration
and/or appeal processes are specified in §20.111 of this title
(relating to Administrative Contract Violations). [, DHS allows
90 days for the contracted provider to bring recordkeeping into
compliance. If a provider fails to correct deficiencies within 90 days
from the date of notification of the deficiency, DHS may cancel the
provider’s contract for services.]
[(15) Amended cost report due dates. Contracted provid-
ers must submit cost reports to DHS in a manner prescribed by
DHS. DHS accepts amended cost reports submitted on the request of
the provider until 180 days after the due date of the cost report.]
(11)[(16)] Exclusion of certain reported expenses and
cost reports. [Contracted providers must ensure that all unallowable
costs are eliminated from the cost report. DHS excludes any unal-
lowable costs that are included in the cost report.]
(A) Providers are responsible for reporting only
allowable costs on the cost report, except where cost report
instructions indicate that other costs are to be reported in
specific lines or sections. Only allowable cost information is used
to determined recommended reimbursement. DHS excludes
from reimbursement determination any unallowable expenses
included in the cost report and makes the appropriate adjust-
ments to expenses and other information reported by providers.
The purpose is to ensure that the database reflects costs and
other information which are necessary for the provision of
services and consistent with federal and state regulations.
(B) Individual cost reports may not be included in
the database used for compilation of provider cost profiles if:
(i) there is doubt as to the accuracy or
allowability of a significant part of the information reported; or
(ii) an auditor determines that reported costs
are not verifiable.
(C) When material pertinent to proposed reim-
bursements is made available to the public, the material will
include the number of cost reports eliminated from the database
used for compilation of provider cost profiles for the reason
stated in subparagraph (B)(i) of this paragraph.
(d) Reimbursement determination. Reimbursement per
hour of service is determined for each individual contracted
provider by its DHS contract manager. The reimbursement
determination is based upon estimated costs reported by the
contracted provider for the effective reimbursement period and
upon historical information reported by the contracted provider
in the form of annual cost reports covering the provider’s fiscal
year. Comparisons of each provider’s individual cost profiles per
unit of service from prior years, as well as comparisons with
mean and weighted median cost profiles per unit of service
across all providers, are used by the DHS contract manager in
the reimbursement determination process.
(1) Cost areas. Allowable costs, reported or esti-
mated, are combined into five cost areas, after allocating payroll
taxes to each salary line item on the cost report on a pro rata
basis based on the portion of that salary line item to the amount
of total salary expenses and after applying employee benefits
directly to the corresponding salary line item.
(A) Assessors of need cost area. This cost area
collects costs and statistics associated with assessors of need,
including salaries, travel expenses, training costs, and contracted
expenses.
(B) Attendant recruitment and orientation cost
area. This cost area collects costs and statistics associated with
persons recruiting and orienting attendants, including salaries,
travel expenses, training costs, contracted expenses, and adver-
tising costs for attendant recruitment.
(C) Attendants cost area. This cost area collects
costs and statistics associated with regular and substitute atten-
dants, as well as on-call staff, including salaries, travel expenses,
training costs, universal health and safety costs, and other mis-
cellaneous costs.
(D) Building and transportation cost area. This
cost area collects building and building equipment expenses,
departmental equipment expenses, and transportation equip-
ment expenses.
(E) Administration cost area. This cost area col-
lects administrative salaries, office expenses, and central office
overhead expenses.
(2) Projected costs. Each provider’s total reported
allowable costs, excluding depreciation and mortgage interest,
are projected from the historical cost-reporting period to the
prospective reimbursement period as described in §20.108 of this
title (relating to Determination of Inflation Indices). The pro-
spective reimbursement period is the period of time that the
reimbursement is expected to be in effect.
(3) Exceptions to the reimbursement determination
methodology. DHS may adjust reimbursement to compensate for
anticipated future changes in the program requirements in ac-
cordance with §20.109 of this title (relating to Adjusting Reim-
bursement When New Legislation, Regulations, or Economic
Factors Affect Costs).
(4) Provider Cost Profiles.
(A) Individual provider cost profile per unit of
service. To determine a provider’s individual cost profile, DHS
determines a cost component for each cost area in paragraph
(1)(A)-(E) of this subsection by dividing either the total reported
or the total projected allowable costs for the cost area by the
total units of service provided. The sum of the five cost compo-
nents is the provider’s individual reported or projected cost per
unit of service.
(B) Mean cost profile per unit of service across all
providers. To determine the mean cost profile across all provid-
ers submitting cost reports, DHS takes the results from
subparagraph (A) of this paragraph for each provider and
calculates a mean (average) for each cost area. The sum of the
mean cost area components is the mean cost profile (reported or
projected) per unit of service across all providers.
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(C) Weighted median cost profile per unit of ser-
vice across all providers. To determine the weighted median cost
profile across all providers submitting cost reports, DHS rank-
orders from low to high all providers’ (reported or projected)
cost per hour of service in each cost area. The hours of service
for each provider that correspond with each cost array are
summed until the median hour of service is reached, resulting in
a weighted median cost area component. The sum of the five
weighted median cost area components is the weighted median
cost profile per unit of service across all providers.
[(17) Projected costs. DHS projects allowable expenses
per hour of service from each contracted provider’s reporting period
to the next rate period. DHS determines reasonable and appropriate
economic adjusters to calculate the projected expenses. DHS also
adjusts rates if new legislation, regulations, or economic factors
affect costs.]
(e) [(18)] Allowable costs. To be allowable under client-
managed attendant services, costs must be:
(1)[(A)] necessary and reasonable for the proper and
efficient administration of the program to deliver services for which
DHS has contracted;
(2)[(B)] authorized or not prohibited under state or local
laws or regulations;
(3)[(C)] consistent with any limitations or exclusions
described in this section, federal or state laws, or other governing
limitations as to types or amounts of cost items;
(4)[(D)] consistent with policies, regulations, and proce-
dures that apply uniformly to both the Client-Managed Attendant
Services Program and other activities of the organization of which
the contracted provider is a part;
(5)[(E)] treated consistently using generally accepted ac-
counting principles appropriate to the circumstances;
(6)[(F)] not allocable to or included as a cost of any
other program in either the current or a prior period; and
(7)[(G)] the net of all applicable credits.
(f) [(19)] Definition of reasonableness. A cost is reasonable
if, in its nature and amount, it does not exceed that which would be
incurred by an ordinarily prudent person in the conduct of competi-
tive business. In determining the reasonableness of a given cost,
DHS considers the following:
(1)[(A)] whether the cost is a type generally recognized
as ordinary and necessary for the operation of the business or the
performance under the contract;
(2)[(B)] the restraints or requirements imposed by gener-
ally accepted sound business practices, arm’s length bargaining,
federal and state laws and regulations, and contract terms and
specifications; and
(3)[(C)] the action that a prudent person would take in
the circumstances, considering his responsibilities to the public, the
government, his employees, clients, shareholders, or members, and
the fulfillment of the purpose for which the business was organized.
(g)[(20)] Unallowable costs. Unallowable costs are expenses
incurred by a contracted provider which are not directly or indirectly
related to the provision of contracted services according to applica-
ble laws, rules, and standards. A contracted provider may expend
funds on unallowable cost items, but those costs must not be
included in the cost report and are not used in arriving at a contract-
specific reimbursement [rate]. The information contained in para-
graphs (1)-(36) of this subsection [subparagraphs (A)-(JJ) of this
paragraph] is a general guide to the various unallowable costs
frequently encountered in cost reports submitted by contracted pro-
viders and is not intended to be inclusive of all possible unallowable
costs:
(1)[(A)] advertising expenses other than those for em-
ployee recruitment, yellow page listings no larger than one column
width and one inch length, and advertising to meet statutory or
regulatory requirements;
(2)[(B)] allowances for bad debts, other allowances, re-
turns, refunds, or other similar accounts;
(3)[(C)] business, personal, or other expenses not related
to the provision of services for which DHS has contracted;
(4)[(D)] contributions to political activities or contribu-
tions to charity;
(5)[(E)] corporate headquarters or central office ex-
penses that are not directly involved in providing services or sup-
plies used by the contracted provider’s staff in normal operations
relating to client-managed attendant services;
(6)[(F)] depreciation expenses other than those based on
straight-line depreciation; building depreciation expenses based on
less than a 30-year life; depreciation and amortization of unallow-
able costs, including amounts in excess of those resulting from the
straight-line method, capitalized lease expenses in excess of actual
lease payments, and goodwill or any excess above the actual value
of physical assets at the time of purchase;
(7)[(G)] discounts for administrative reasons; courtesy,
cash, trade, and quantity discounts; rebates; or other discounts
granted;
(8)[(H)] dues and membership fees to organizations
whose primary emphasis is not related to the services for which
DHS has contracted;
(9)[(I)] dues to all types of political and social organiza-
tions, and to professional associations not directly and primarily
concerned with the provision of services for which DHS has con-
tracted;
(10)[(J)] entertainment expenses, except for entertain-
ment which is reported as an employee benefit;
(11)[(K)] expenses for purchases of goods and services
from revenues received from restricted or unrestricted gifts, dona-
tions, endowments, and trusts;
(12)[(L)] expenses which are not the legal obligation of
the contracted provider or are not clearly enumerated as to dollar
amount;
(13)[(M)] expenses of donated items (facilities, materi-
als, supplies, services, etc.) , including depreciation and amortization
of the value of the donations, and values assigned to the services of
unpaid workers or volunteers;
(14) [(N)] fees and travel expenses for corporation or
association board of directors, and partnership or corporation filing
fees;
(15)[(O)] fines and other penalties for violation of stat-
utes or ordinances; penalties for late payment of taxes, utilities,
mortgages, loans; insufficient fund bank charges; and other similar
penalties;
(16)[(P)] franchise fees;
(17)[(Q)] fundraising, promotion, and public relations
expenses;
(18)[(R)] expenses for life insurance premiums where the
beneficiary is the provider organization, unless life insurance is a
requirement of a loan agreement and the loan is related to client
care;
21 TexReg 4572 May 24, 1996 Texas Register ♦
(19)[(S)] interest expense on loans for assets not related
to the delivery of services for which DHS has contracted; interest
expense on loans pertaining to unallowable items; and interest
expenses on that portion of interest paid which is reduced or offset
by interest income (interest expenses must be reduced or offset by
interest income except interest income from funded depreciation
accounts or qualified pension funds);
(20)[(T)] medical equipment and supplies (except those
required by the Occupational Safety and Health Administration,
those used for universal health and safety precautions, and those
otherwise needed to meet program requirements);
(21)[(U)] personal compensation not related to the deliv-
ery of services for which DHS has contracted;
(22)[(V)] physicians’ fees for completion of physician
orders;
(23)[(W)] expenses for the purchase of services, facili-
ties, or supplies from related organizations or parties if the expenses
exceed the lower of the cost to the related party or organization or
the price of comparable services, facilities, or supplies purchased in
an arm’s length transaction;
(24)[(X)] rental or lease expense on any item not related
to the delivery of services for which DHS has contracted;
(25)[(Y)] tax expense for federal, state, or local income
tax, and any tax levied on assets not related to the delivery of
services for which DHS has contracted;
(26)[(Z)] any expense, and corresponding revenues, that
are reimbursed directly through voucher payment systems which are
outside of the per-hour reimbursement [rate] payment system;
(27)[(AA)] expenses which cannot be adequately
documented;
(28)[(BB)] motor vehicles that are not generally suited or
are not commonly used to transport clients or contracted provider
supplies. This includes motor homes and recreational vehicles;
sports and luxury automobiles; motorcycles; heavy trucks, tractors
and equipment used in farming, ranching, and construction; and
other activities unrelated to the provision of client-managed atten-
dant services;
(29)[(CC)] transportation expenses for vehicles which
are not generally suited to functions related to the provision of
services for which DHS has contracted. Mileage expense may be
included at a cost per mile not to exceed the current reimbursement
rate set by the legislature for state employee travel. Mileage is
allowable if there is adequate documentation of the mileage and if
the expense was related to delivery of services for which DHS has
contracted;
(30)[(DD)] any expense incurred because of imprudent
business practices;
(31)[(EE)] out-of-state travel expenses, except for the
provision of client-care-related services to contracted provider per-
sonnel, which include training and quality assurance functions;
(32)[(FF)] forms of compensation that are not clearly
enumerated as to dollar amount or which represent profit distribu-
tions;
(33)[(GG)] management fees paid to a related organiza-
tion that are not clearly derived from the actual cost of materials,
supplies, or services provided directly to the contracted provider;
(34)[(HH)] insurance premiums pertaining to items of
unallowable cost;
(35)[(II)] contributions to self-insurance funds which do
not represent payments based on current liabilities; and
(36)[(JJ)] any expense not allowable under other perti-
nent federal, state, or local laws and regulations.
§48.2614. Cost Reporting for Client-Managed Attendant Services:
1997 and Subsequent Cost Reports.
(a) General requirements. Cost reports pertaining to provid-
ers’ fiscal years ending in calendar year 1997 and subsequent years,
will be governed by the information in this section. The Texas
Department of Human Services (DHS) applies the general principles
of cost determination as specified in §20.101 of this title (relating to
Introduction).
(b) Cost reporting. Providers must follow the cost-reporting
guidelines as specified in §20.105 of this title (relating to General
Reporting and Documentation Requirements, Methods and Proce-
dures). All contracted providers must submit a cost report unless the
number of days between the date the first DHS client received
services and the provider’s fiscal year end is 30 days or fewer. The
provider may be excused from submitting a cost report if circum-
stances beyond the control of the provider make cost report comple-
tion impossible, such as the loss of records due to natural disasters
or removal of records from the provider’s custody by any govern-
mental entity. Requests to be excused from submitting a cost report
must be received by the Rate Analysis Department of DHS before
the due date of the cost report.
(c) Guidelines for desk reviews and field audits. Guidelines
for desk review of cost reports are specified in §20.106 of this title
(relating to Basic Objectives and Criteria for Audit and Desk Re-
view of Cost Reports). DHS performs desk reviews or field audits
on all contracted providers. The frequency and nature of the field
audits are determined by DHS to ensure the fiscal integrity of the
program. Providers will be notified of the results of a desk review or
field audit in accordance with §20.107 of this title (relating to
Notification of Exclusions and Adjustments). Providers may request
an informal review and, if necessary, an administrative hearing to
dispute an action taken by DHS under §20.110 of this title (relating
to Informal Reviews and Formal Appeals). The reimbursement
authority is specified in §20.101 of this title (relating to Introduc-
tion).
(d) Factors affecting allowable costs.
(1) Guidelines in determining allowable and unallowable
costs. Providers must follow the guidelines in determining whether a
cost is allowable or unallowable as specified in §20.102 of this title
(relating to General Principles and Definitions of Allowable and
Unallowable Costs).
(2) Guidelines for allowable and unallowable costs. Pro-
viders must follow the guidelines for allowable and unallowable
costs as specified in §20.103 of this title (relating to Specifications
for Allowable and Unallowable Costs).
(3) Exclusion of certain reported expenses and cost re-
ports.
(A) Providers are responsible for reporting only al-
lowable costs on the cost report, except where cost report instruc-
tions indicate that other costs are to be reported in specific lines or
sections. Only allowable cost information is used to determine
recommended reimbursement. DHS excludes from reimbursement
determination any unallowable expenses included in the cost report
and makes the appropriate adjustments to expenses and other infor-
mation reported by providers. The purpose is to ensure that the
database reflects costs and other information which are necessary for
the provision of services and consistent with federal and state
regulations.
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(B) Individual cost reports may not be included in the
database used for compilation of provider cost profiles if:
(i) there is doubt as to the accuracy or allowability
of a significant part of the information reported; or
(ii) an auditor determines that reported costs are
not verifiable.
(C) When material pertinent to proposed reimburse-
ments is made available to the public, the material will include the
number of cost reports eliminated from the database used for compi-
lation of provider cost profiles for the reason stated in subparagraph
(B)(i) of this paragraph.
(e) Reimbursement determination. Reimbursement per hour
of service is determined for each individual contracted provider by
its DHS contract manager. The reimbursement determination is
based upon estimated costs reported by the contracted provider for
the effective reimbursement period and upon historical information
reported by the contracted provider in the form of annual cost
reports covering the provider’s fiscal year. Comparisons of each
provider’s individual cost profiles per unit of service from prior
years, as well as comparisons with mean and weighted median cost
profiles per unit of service across all providers, are used by the DHS
contract manager in the reimbursement determination process.
(1) Cost areas. Allowable costs, reported or estimated,
are combined into five cost areas, after allocating payroll taxes to
each salary line item on the cost report on a pro rata basis based on
the portion of that salary line item to the amount of total salary
expense and after applying employee benefits directly to the corre-
sponding salary line item.
(A) Assessors of need cost area. This cost area col-
lects costs and statistics associated with assessors of need, including
salaries, travel expenses, training costs, and contracted expenses.
(B) Attendant recruitment and orientation cost area.
This cost area collects costs and statistics associated with persons
recruiting and orienting attendants, including salaries, travel ex-
penses, training costs, contracted expenses, and advertising costs for
attendant recruitment.
(C) Attendants cost area. This cost area collects costs
and statistics associated with regular and substitute attendants, as
well as on-call staff, including salaries, travel expenses, training
costs, universal health and safety costs, and other miscellaneous
costs.
(D) Building and transportation cost area. This cost
area collects building and building equipment expenses, departmen-
tal equipment expenses, and transportation equipment expenses.
(E) Administration Cost Area. This cost area collects
administrative salaries, office expenses, and central office overhead
expenses.
(2) Projected costs. DHS projects allowable expenses,
excluding depreciation and mortgage interest, per hour of service
from each provider’s reporting period to the next ensuing reimburse-
ment period. DHS determines reasonable and appropriate economic
adjusters as described in §20. 108 of this title (relating to Determina-
tion of Inflation Indices) to calculate the projected expenses. DHS
also adjusts reimbursement where new legislation, regulations, or
economic factors affect costs as specified in §20.109 of this title
(relating to Adjusting Reimbursement When New Legislation, Regu-
lations, or Economic Factors Affect Costs).
(3) Provider cost profiles.
(A) Individual provider cost profile per unit of ser-
vice. To determine a provider’s individual cost profile, DHS deter-
mines a cost component for each cost area in paragraph (1)(A)-(E)
of this subsection by dividing either the total reported or the total
projected allowable costs for the cost area by the total units of
service provided. The sum of the five cost components is the
provider’s individual reported or projected cost per unit of service.
(B) Mean cost profile per unit of service across all
providers. To determine the mean cost profile across all providers
submitting cost reports, DHS takes the results from subparagraph
(A) of this paragraph for each provider and calculates a mean
(average) for each cost area. The sum of the mean cost area
components is the mean cost profile (reported or projected) per unit
of service across all providers.
(C) Weighted median cost profile per unit of service
across all providers. To determine the weighted median cost profile
across all providers submitting cost reports, DHS rank-orders from
low to high all providers’ (reported or projected) cost per hour of
service in each cost area. The hours of service for each provider that
correspond with each cost array are summed until the median hour
of service is reached, resulting in a weighted median cost area
component. The sum of the five weighted median cost area compo-
nents is the weighted median cost profile per unit of service across
all providers.
(f) Reporting revenues. Revenues must be reported on the
cost report in accordance with §20.104 of this title (relating to
Revenues).
This agency hereby certifies that the proposal has been reviewed by
legal counsel and found to be within the agency’s authority to adopt.
Issued in Austin, Texas, on May 13, 1996.
TRD-9606618 Glenn Scott
General Counsel, Legal Services
Texas Department of Human Services
Proposed date of adoption: August 19, 1996
For further information, please call: (512) 438-3765
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1915(c) Medicaid Home and Community-based
Waiver Services for Aged and Disabled
Adults Who Meet Criteria for Alternatives to
Nursing Facility Care
• 40 TAC §48.6020
(Editor’s note: The text of the following section proposed for repeal will not
be published. The section may be examined in the offices of the Texas
Department of Human Services or in the Texas Register office, Room 245,
James Earl Rudder Building, 1019 Brazos Street, Austin.)
The repeal is proposed under the Human Resources Code, Title 2,
Chapters 22 and 32, which authorizes the department to administer
public and medical assistance programs; and under Texas Govern-
ment Code, §531.021, which provides the Health and Human Services
Commission with the authority to administer federal medical assistance
funds.
The repeal implements the Human Resources Code, §§22.001-22.030
and §§32.001-32.042.
§48.6020. Reimbursement Methodology.
This agency hereby certifies that the proposal has been reviewed by
legal counsel and found to be within the agency’s authority to adopt.
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Issued in Austin, Texas, on May 13, 1996.
TRD-9606619 Glenn Scott
General Counsel, Legal Services
Texas Department of Human Services
Proposed date of adoption: August 19, 1996
For further information, please call: (512) 438-3765
♦ ♦ ♦
• 40 TAC §48.6020, §48.6021
The new sections are proposed under the Human Resources Code,
Title 2, Chapters 22 and 32, which authorizes the department to
administer public and medical assistance programs; and under Texas
Government Code, §531.021, which provides the Health and Human
Services Commission with the authority to administer federal medical
assistance funds.
The new sections implement the Human Resources Code, §§22.001-
22.030 and §§32.001-32.042.
§48.6020. Reimbursement Methodology for the Community-based
Alternatives Waiver Program-a 1915(c) Medicaid Home and
Community-based Waiver for Aged and Disabled Adults Who Meet
Criteria for Alternatives to Nursing Facility Care.
(a) General requirements. Cost reports pertaining to provid-
ers’ fiscal years ending in calendar year 1996, or modeled costs used
for reimbursement determination, will be governed by the informa-
tion in this section, and the information in §24.101(b) of this title
(relating to General Specifications and Methodology). In addition,
the Texas Department of Human Services (DHS) applies the general
principles of cost determination as specified in §20.101 of this title
(relating to Introduction). Cost reports pertaining to providers’ fiscal
years ending in calendar year 1997 and subsequent years will be
governed by the information in §48.6021 of this title (relating to
Reimbursement Methodology for Community-based Alternatives
Waiver Program, a 1915(c) Medicaid Home and Community-based
Waiver for Aged and Disabled Adults Who Meet Criteria for
Alternatives to Nursing Facility Care: 1997 and Subsequent Cost
Reports).
(b) General. DHS will reimburse qualified Texas Medicaid
contracted providers for waiver services provided to individuals who
meet the criteria for alternatives to nursing facility care. Addition-
ally, DHS will reimburse qualified Texas Medicaid contracted pro-
viders for a pre-enrollment assessment of potential waiver
participants. The pre-enrollment assessment covers care planning for
the participant and is reimbursed by a one-time administrative
expense fee which is not included in the waiver services but will be
paid from Medicaid administrative funds.
(c) Reimbursement determination based on a cost-reporting
process. If DHS deems it appropriate to require cost reporting, the
cost reports pertaining to providers’ fiscal year ending in 1996 will
be governed by the information in this subsection. The cost-
reporting process is as follows:
(1) Excused from submission of cost reports. All con-
tracted providers must submit a cost report prescribed by DHS, or on
facsimiles which are formatted according to DHS specifications and
are preapproved by DHS staff, unless:
(A) the number of days between the date the first
Community-based Alternatives (CBA) client received services and
the provider’s fiscal year end is 30 days or fewer; or
(B) circumstances beyond the control of the provider
make cost report completion impossible, such as the loss of records
due to natural disasters or removal of records from the provider’s
custody by any governmental entity.
(2) Requests to be excused from submitting a cost report.
Requests to be excused from submitting a cost report must be
received by the Rate Analysis Department before the due date of the
cost report.
(3) Exclusion of cost reports.
(A) Providers are responsible for reporting only al-
lowable costs on the cost report, except where cost report instruc-
tions indicate that other costs are to be reported in specific lines or
sections. Only allowable cost information is used to determine
recommended reimbursement. DHS excludes from reimbursement
determination any unallowable expenses included in the cost report
and makes the appropriate adjustments to expenses and other infor-
mation reported by providers. The purpose is to ensure that the
database reflects costs and other information which are necessary for
the provision of services and are consistent with federal and state
regulations.
(B) Individual cost reports may not be included in the
database used for reimbursement determination if:
(i) there is reasonable doubt as to the accuracy or
allowability of a significant part of the information reported; or
(ii) an auditor determines that reported costs are
not verifiable.
(C) When material pertinent to proposed reimburse-
ments is made available to the public, the material will include the
number of cost reports eliminated from reimbursement determina-
tion for the reason stated in subparagraph (B)(i) of this paragraph.
(4) Cost-reporting requirements.
(A) Cost report due date. Provider agencies must
submit cost reports no later than 90 days following receipt of the
cost report forms.
(B) Extension of due date. DHS may grant extensions
of due dates for good cause. A good cause is defined as one that the
provider agency could not reasonably be expected to control. The
provider agency must submit requests for extensions in writing to
DHS before the cost report due date. Rate analysis staff respond to
requests within ten workdays of receipt.
(C) Reporting period. The provider agency must pre-
pare the cost report to reflect the activities of the provider agency
during its previous fiscal year. Cost reports may be required for
other periods at the discretion of DHS.
(D) Failure to file an acceptable cost report. Failure to
file a cost report according to all applicable rules and instructions
constitutes an administrative contract violation. In the case of an
administrative contract violation, procedural guidelines and informal
reconsideration and/or appeal processes are specified in §20.111 of
this title (relating to Administrative Contract Violations).
(E) Accounting requirements. The provider agency
must ensure that financial and statistical information submitted in
cost reports is based upon the accrual method of accounting, except
for governmental institutions operated on the cash method of ac-
counting. The provider agency’s treatment of financial or statistical
items must reflect the application of the generally accepted account-
ing principles (GAAP) approved by the American Institute of Certi-
fied Public Accountants.
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(F) Allocation methods. If allocation of cost is neces-
sary, provider agencies must use an allocation method that meets
generally accepted accounting principles approved by the American
Institute of Certified Public Accountants and is a recommended
method by DHS rate analysis staff. DHS adjusts allocated costs if
DHS considers the allocation method to be unreasonable. The pro-
vider agency must retain workpapers supporting allocations.
(G) Cost report certification. Provider agencies must
certify the accuracy of cost reports submitted to DHS in the format
specified by DHS. Provider agencies may be liable for civil and/or
criminal penalties in the case of intentionally misrepresented or
falsified information.
(H) Cost report supplements. DHS may at times
require additional financial and statistical information other than the
information contained in the cost report.
(I) Reviews and field audits of cost reports. DHS
performs desk reviews or field audits of cost reports of contracted
providers. The frequency and nature of the field audit are determined
by DHS to ensure the fiscal integrity of the program. Desk reviews
and field audits will be conducted in accordance with §20.106 of this
title (relating to Basic Objectives and Criteria for Audit and Desk
Review of Cost Reports), and providers will be notified of the
results of a desk review or a field audit in accordance with §20.107
of this title (relating to Notification of Exclusions and Adjustments).
Providers may request an informal review and, if necessary, an
administrative hearing to dispute an action taken by DHS under
§20.110 of this title (relating to Informal Reviews and Formal
Appeals).
(J) Record keeping requirements. Provider agencies
must maintain records according to the requirements stated in
§69.205 of this title (relating to Record Retention Requirements).
Provider agencies must ensure that records are accurate and suffi-
ciently detailed to support the financial and statistical information
reported in cost reports.
(K) Failure to maintain adequate records. Failure to
maintain adequate records to support the financial and statistical
information reported in cost reports constitutes an administrative
contract violation. In the case of an administrative contract violation,
procedural guidelines and informal reconsideration and/or appeal
processes are specified in §20.111 of this title (relating to Adminis-
trative Contract Violations).
(d) Factors affecting allowable costs. This subsection
applies when a cost report is required. To be allowable under this
program, the provider must ensure that costs are:
(1) necessary and reasonable for the proper and efficient
administration of the program to deliver services for which DHS has
contracted;
(2) authorized or not prohibited under state or local laws
or regulations;
(3) consistent with any limitations or exclusions de-
scribed in this section, federal or state laws, or other governing
limitations as to types or amounts of cost items;
(4) consistent with policies, regulations, and procedures
that apply uniformly to both the Community-based Alternatives
Waiver Programs and other activities of the organization of which
the provider is a part;
(5) treated consistently using generally accepted ac-
counting principles appropriate to the circumstances;
(6) not allocable to or included as a cost of any other
program in either the current or a prior period; and
(7) the net of all applicable credits.
(e) Definition of reasonableness. This subsection applies
when a cost report is required. A cost is reasonable if, in its nature
and amount, it does not exceed that which would be incurred by an
ordinarily prudent person in the conduct of competitive business. In
determining the reasonableness of a given cost, the department
considers the following:
(1) whether the cost is of a type generally recognized as
ordinary and necessary for the operation of the business or the
performance under the contract;
(2) the restraints or requirements imposed by generally
accepted sound business practices, arm’s length bargaining, federal
and state laws and regulations, and contract terms and specifications;
and
(3) the action that a prudent person would take in the
circumstances, considering his responsibilities to the public, the
government, his employees, clients, shareholders, or members, and
the fulfillment of the purpose for which the business was organized.
(f) Definition of necessary. This subsection applies when a
cost report is required. Necessary refers to the relationship of the
cost to provision of waiver services. To qualify as a necessary
expense, a cost must be one that is usual and customary in the
operation of waiver services and must meet the following require-
ments.
(1) The expenditure was not for personal or other activity
not specifically related to the provision of waiver services.
(2) The cost does not appear on the list of specific
unallowable costs and is not unallowable under other federal, state,
or local laws or regulations.
(3) The cost bears a significant relationship to the provi-
sion of waiver services. The test of significance is whether elimina-
tion of the expenditure would adversely affect the delivery of waiver
services.
(4) The expense was incurred in the purchase of materi-
als, supplies, or services provided directly to the clients or staff of
the program in the conduct of normal business operations.
(5) Allowable costs for cost reporting purposes should
result from arms-length transactions involving unrelated parties.
However, in related-party transactions the allowable cost to the
waiver services program is limited to the lesser of the actual cost to
the related party (excluding markups and profit margins) or the cost
to the contracted waiver service provider. Such allowable cost must
not exceed the usual and customary charges for comparable goods or
services in an arms-length transaction. A related party is a natural
person or organization related to the provider entity by blood/mar-
riage, or common ownership, or any association which permits
either entity to exert power or influence, either directly or indirectly,
over the other.
(g) Allowable and unallowable costs. This subsection
applies when a cost report is required. Allowable and unallowable
costs are defined to identify expenses which are and are not reason-
able and necessary to provide waiver services to clients by a prudent
and cost-effective operation. Only allowable cost information is used
to compile the reimbursement determination database. Cost reporting
by providers should be consistent with generally accepted account-
ing principles (GAAP). In cases where DHS cost reporting rules
conflict with GAAP, Internal Revenue Service, or other authorities,
DHS rules take precedence for cost reporting purposes.
(1) Definitions. The following words and terms, when
used in this section, shall have the following meanings, unless the
context clearly indicates otherwise.
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(A) Allowable costs. Refer to subsections (d), (e), and
(f) of this section.
(B) Unallowable costs. Those expenses that are not
reasonable or necessary for the provision of waiver services and the
initial assessment. Unallowable costs are not included in the data
base used to determine recommended reimbursements and fees.
(2) Allowable costs. The following list of allowable costs
is not comprehensive, but rather serves as a general guide and
identifies certain key expense areas. The absence of a particular cost
does not necessarily mean that it is not an allowable cost.
(A) Compensation of waiver services staff. Compen-
sation will be given only to those staff who provide waiver services
directly to the clients or in support of staff of the waiver services in
the normal conduct of operations relating to the provision of waiver
services. This includes:
(i) wages and salaries.
(ii) payroll taxes and insurance. Federal Insurance
Contributions Act (FICA or social security), unemployment compen-
sation insurance, workman’s compensation insurance.
(iii) employee benefits. Employer-paid health, life,
accident, liability, and disability insurance for employees; contribu-
tions to employee retirement fund; and deferred compensation lim-
ited to the dollar amount the employer contributes. The expense:
(I) must represent a clearly enumerated liability
of the employer to individual employees;
(II) must not be incurred as a benefit to em-
ployees who do not provide services directly to the clients or staff of
the waiver services program; and
(III) must not represent any form of profit shar-
ing.
(B) Compensation of staff outside of the waiver
program who provide services directly to the clients or in support of
staff of the program. Allowable compensation is limited to the pro
rata portion of the actual working time spent on behalf of the
program.
(C) Compensation of outside consultants. Compensa-
tion of outside consultants providing services directly to the clients
or in support of staff of the program is an allowable cost.
(D) Materials and supplies. Materials and supplies,
including office supplies, housekeeping supplies, medical, and other
supplies are allowable costs.
(E) Utilities. Utilities, including electricity, natural
gas, fuel oil, water, waste water, garbage collection, telephone, and
telegraph are allowable costs.
(F) Buildings, equipment, and capital used by the
waiver provider or in support of the waiver services staff, and not
for personal business. If these costs are shared with other program
operations, the portion of the costs relating directly to waiver
services may be allowed on a pro rata basis if the proportion of use
for waiver services is documented.
(G) Depreciation and amortization expense. Property
owned by the provider entity and improvements to owned, leased, or
rented property used by the waiver provider that are valued at more
than $500 at the time of purchase must be depreciated or amortized
using the straight line method. The minimum usable lives to be
assigned to common classes of depreciable property are as follows:
(i) buildings: 30 years, with a minimum salvage
value of 10%; and
(ii) transportation equipment used for the transport
of clients, materials and supplies, or staff providing waiver services:
a minimum of three years for passenger automobiles and five years
for light trucks and vans, all with a minimum salvage value of 10%.
(H) Provider-owned property. Property owned by the
provider entity and improvements to property owned, leased, or
rented by the provider that are valued at less than $500 at the time of
purchase may be treated as ordinary expenses.
(I) Rental and lease expense. This includes rental and
lease expenses for buildings, building equipment, transportation
equipment, and other equipment, and related materials, and supplies
used by the waiver provider. Rental or lease expense paid to a
related party is limited to the allowable cost as determined according
to subsection (d)(1)(B)(v) of this section.
(J) Transportation expense. This includes mileage
claimed at the allowable reimbursement per mile set by the state
legislature for state employees.
(K) Interest expense. Interest expense is allowable on
loans for the acquisition of allowable items, subject to:
(i) all of the requirements for allowable costs;
(ii) written evidence of the loan; and
(iii) the provider entity being named as maker or
comaker of the note. Allowable interest is limited to the lesser of the
cost to the related party or the prevailing national average prime
interest rate for the year in which the loan contract was executed.
(L) Tax expense. This includes real and personal
property taxes, motor vehicle registration fees, sales taxes, Texas
corporate franchise taxes, and organization filing fees.
(M) Insurance expense. This includes facility fire and
casualty, professional liability and malpractice, and transportation
insurance.
(N) Contract waiver services provided by outside
vendors to persons enrolled in the CBA program.
(O) Business and professional association dues lim-
ited to associations devoted primarily to services for which DHS has
contracted.
(P) Outside training costs. Limited to direct costs
(transportation, meals, lodging, and registration fees) for training
provided to personnel rendering services directly to the clients or
staff of the waiver provider. The training must be directly related to
the services for which DHS has contracted.
(3) Unallowable costs. Unallowable costs are those ex-
penses that are not reasonable or necessary for the provision of
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waiver services. Unallowable costs are not included in the reim-
bursement determination database used to determine recommended
reimbursements. The following list is not intended to be comprehen-
sive, but rather to serve as a general guide and identify certain key
expense areas that are not allowable. The absence of a particular cost
does not necessarily mean that it is an allowable cost.
(A) Compensation in the form of salaries, benefits, or
any form of compensation given to individuals who do not provide
waiver services either directly to clients or in support of staff;
(B) Personal expenses not directly related to the pro-
vision of waiver services;
(C) Client room and board expenses, except for those
related to respite care;
(D) Management fees paid to a related party that are
not derived from the actual cost of materials, supplies, or services
provided directly to the program;
(E) Advertising expenses other than those for yellow
pages advertising, advertising for employee recruitment, and adver-
tising to meet any statutory or regulatory requirement;
(F) Business expenses not directly related to the
provision of waiver services;
(G) Political contributions;
(H) Depreciation and amortization of unallowable
costs, including amounts in excess of those resulting from the
straight line depreciation method, capitalized lease expenses in
excess of the actual lease payment, and goodwill or any excess
above the actual value of the physical assets at the time of purchase;
(I) Trade discounts of all types, such as returns, al-
lowances, and refunds;
(J) Donated facilities, materials, supplies, and ser-
vices including the values assigned to the services of unpaid workers
and volunteers;
(K) Dues to all types of political and social organiza-
tions, and to professional associations not directly and primarily
concerned with the provision of waiver services;
(L) Entertainment expenses except those incurred for
entertainment provided to the staff of the waiver provider as an
employee benefit;
(M) Boards of directors’ fees and travel expenses;
(N) Fines and penalties for violations of regulations,
statutes, and ordinances of all types; penalties for late payments;
(O) Fund raising, promotional and public relations
expenses;
(P) Expenses incurred in the purchase of goods and
services with revenues from gifts, donations, endowments, and
trusts;
(Q) Interest expenses on loans pertaining to unallow-
able items and on that portion of interest paid which is reduced or
offset by interest income;
(R) Insurance premiums pertaining to items of unal-
lowable cost;
(S) Accrued expenses that are not a legal obligation
of the provider or are not clearly enumerated as to dollar amount.
This includes any form of profit sharing and the accrued liabilities of
deferred compensation plans;
(T) Planning and evaluation expenses for the pur-
chase of depreciable assets, except where purchases are actually
made and the assets are put into service in providing waiver ser-
vices;
(U) Mileage expense which exceeds the current reim-
bursement rate set by the Texas Legislature for state employee travel
or expenses exceeding actual cost of public transportation;
(V) Costs of purchases from a related party which
exceed the allowable cost as determined according to subsection
(f)(5) of this section;
(W) Out-of-state travel expenses, except for provision
of waiver services that may include training and quality assurance
functions;
(X) Legal and other costs associated with litigation
between a provider and state or federal agencies, unless the litigation
is decided in the provider’s favor;
(Y) Contributions to self-insurance funds which do
not represent payments based on current liabilities;
(Z) Physicians’s fees for completion of physician or-
ders;
(AA) Allowances for bad debts or other similar ac-
counts;
(BB) Corporate headquarters expense that are not di-
rectly involved in providing services or supplies used by the CBA
contracted provider in providing care for which DHS has contracted;
(CC) Franchise fees;
(DD) Expenses for life insurance premiums where the
beneficiary is the provider organization unless the life insurance is a
requirement of a loan agreement and the loan is related to client
care;
(EE) Any expense incurred because of imprudent
business practices;
(FF) Expenses which cannot be adequately
documented;
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(GG) Expenses not reported according to the cost
report instructions;
(HH) Expenses not allowable under other pertinent
federal, state, or local laws and regulations;
(II) Federal, state, and local income taxes; and
(JJ) actual cost of adaptive aids and minor home
modifications are not allowable. Any item purchased for participants
in this program and reimbursed through a voucher payment system
is unallowable.
(h) Other sources of cost information. If DHS has deter-
mined that there is not sufficient reliable cost report data from which
to set waiver services, reimbursements and reimbursement ceilings
will be developed by using available data from surveys; cost report
data from other similar programs; consultation with other service
providers, and/or professionals experienced in delivering contracted
services; and other sources.
(i) Waiver reimbursement determination methodology. Rec-
ommended reimbursements are determined in the following manner.
(1) Unit of service reimbursement. Reimbursement for
personal assistance services, nursing, physical therapy, occupational
therapy, speech pathology, and in-home respite care services will be
determined on a fee-for-service basis in the following manner.
(A) Total allowable costs for each provider will be
determined by analyzing the allowable historical costs reported on
the cost report.
(B) Total allowable costs are reduced by the amount
of pre-enrollment expense fee and requisition fee revenues received
through a voucher payment system.
(C) Each provider’s total reported allowable costs,
excluding depreciation and mortgage interest, are projected from the
historical cost-reporting period to the prospective reimbursement
period as described in §20.108 of this title (relating to Determination
of Inflation Indices). The prospective reimbursement period is the
period of time that the reimbursement is expected to be in effect.
(D) Payroll taxes and employee benefits are allocated
to each salary line item on the cost report on a pro rata basis based
on the portion of that salary line item to the amount of total salary
expense for the appropriate group of staff. Employee benefits will be
charged to a specific salary line item if the benefits are reported
separately. The allocated payroll taxes are Federal Insurance Contri-
butions Act (FICA) or Social Security, Medicare Contributions,
Workers’ Compensation Insurance (WCI), the Federal Unemploy-
ment Tax Act (FUTA), and the Texas Unemployment Compensation
Act (TUCA).
(E) Allowable administrative and facility costs are
allocated or spread to each waiver service cost component on a pro
rata basis based on the portion of each waiver services’ service units
reported to the amount of total waiver service units reported.
(F) An allowable cost per unit of service is calculated
for each contracted provider for each service or cost area. The
allowable costs per unit of service for each contracted provider are
arrayed. The units of service for each contracted provider in the
array are summed until the median unit of service is reached. The
corresponding expense to the median unit of service is determined
and is multiplied by 1.044.
(2) Per day reimbursement.
(A) The reimbursement for Adult Foster Care (AFC),
Assisted Living/Residential Care (AL/RC) and out-of-home respite
care provided in AFC and AL/RC settings, will be determined as a
per day reimbursement using a method based on modeled projected
expenses which are developed by using data from surveys; cost
report data from other similar programs; consultation with other
service providers and/or professionals experienced in delivering
contracted services; and other sources. The room and board pay-
ments for AFC and AL/RC Services are not covered in these
reimbursements and will be paid to providers from the client’s
Supplemental Security Income, less a personal needs allowance.
(B) The reimbursement for out-of-home respite care
provided in a nursing facility will be based on the amount deter-
mined for the Texas Index of Level of Effort (TILE) for the CBA
participant.
(3) Monthly reimbursement ceiling. The reimbursement
for emergency response, will be determined as monthly reimburse-
ment ceiling based on the ceiling amount determined for the Emer-
gency Response Services Program.
(4) Requisition fees. Requisition fees are reimburse-
ments paid to the CBA contracted providers for their efforts in
acquiring adaptive aids and minor home modifications for CBA
participants. Reimbursement for medical supplies and prescriptions
covered under adaptive aids will be determined on a per month per
client served basis. Reimbursement for adaptive aids and minor
home modifications will vary based on the actual cost of the
adaptive aid and minor home modification. Reimbursements are
determined using a method based on modeled projected expenses
which are developed by using data from surveys; cost report data
from other similar programs, consultation with other service provid-
ers and/or professionals experienced in delivering contracted ser-
vices; and other sources.
(5) Pre-enrollment expense fee. Reimbursement for pre-
enrollment assessment is determined using a method based on
modeled projected expenses which are developed by using data from
surveys; cost report data from other similar programs, consultation
with other service providers and/or professionals experienced in
delivering contracted services; and other sources.
(6) Exceptions to the reimbursement determination meth-
odology. DHS may adjust reimbursement to compensate for antici-
pated future changes in the program requirements in accordance
with §20.109 of this title (relating to Adjusting Reimbursement
When New Legislation, Regulations, or Economic Factors Affect
Costs).
(7) Authority to determine reimbursement. The authority
to determine reimbursement is specified in §20. 101 of this title
(relating to Introduction).
§48.6021. Reimbursement Methodology for the Community-based
Alternatives Waiver Program-a 1915(c) Medicaid Home and
Community-based Waiver for Aged and Disabled Adults Who Meet
Criteria for Alternatives to Nursing Facility Care: 1997 and Subse-
quent Cost Reports.
(a) General requirements. Cost reports pertaining to provid-
ers’ fiscal year ending in calendar year 1997 and subsequent years
will be governed by the information in this section. The Texas
Department of Human Services (DHS) applies the general principles
of cost determination as specified in §20.101 of this title (relating to
Introduction).
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(b) General. DHS will reimburse qualified Texas Medicaid
contracted providers for waiver services provided to individuals who
meet the criteria for alternatives to nursing facility care. Addition-
ally, DHS will reimburse qualified Texas Medicaid contracted pro-
viders for a pre-enrollment assessment of potential waiver
participants. The pre-enrollment assessment covers care planning for
the participant and is reimbursed by a one-time administrative
expense fee which is not included in the waiver services but will be
paid from Medicaid administrative funds.
(c) Other sources of cost information. If DHS has deter-
mined that there is not sufficient reliable cost report data from which
to set waiver services, reimbursements and reimbursement ceilings
will be developed by using data from surveys; cost report data from
other similar programs, consultation with other service providers
and/or professionals experienced in delivering contracted services;
and other sources.
(d) Waiver reimbursement determination methodology. Rec-
ommended reimbursements are determined in the following manner.
(1) Unit of service reimbursement. Reimbursement for
personal assistance services, nursing, physical therapy, occupational
therapy, speech pathology, and in-home respite care services will be
determined on a fee-for-service basis in the following manner.
(A) Total allowable costs for each provider will be
determined by analyzing the allowable historical costs reported on
the cost report.
(B) Total allowable costs are reduced by the amount
of pre-enrollment expense fee and requisition fee revenues received
through a voucher payment system.
(C) Each provider’s total reported allowable costs,
excluding depreciation and mortgage interest, are projected from the
historical cost-reporting period to the prospective reimbursement
period as described in §20.108 of this title (relating to Determination
of Inflation Indices). The prospective reimbursement period is the
period of time that the reimbursement is expected to be in effect.
(D) Payroll taxes and employee benefits are allocated
to each salary line item on the cost report on a pro rata basis based
on the portion of that salary line item to the amount of total salary
expense for the appropriate group of staff. Employee benefits will be
charged to a specific salary line item if the benefits are reported
separately. The allocated payroll taxes are Federal Insurance Contri-
butions Act (FICA) or Social Security, Medicare Contributions,
Workers’ Compensation Insurance (WCI), the Federal Unemploy-
ment Tax Act (FUTA), and the Texas Unemployment Compensation
Act (TUCA).
(E) Allowable administrative and facility costs are
allocated or spread to each waiver service cost component on a pro
rata basis based on the portion of each waiver services’ service units
reported to the amount of total waiver service units reported.
(F) An allowable cost per unit of service is calculated
for each contracted provider for each service or cost area. The
allowable cost per unit of service for each contracted provider are
arrayed. The units of service for each contracted provider in the
array are summed until the median unit of service is reached. The
corresponding expense to the median unit of service is determined
and is multiplied by 1.044.
(2) Per day reimbursement.
(A) The reimbursement for Adult Foster Care (AFC),
Assisted Living/Residential Care (AL/RC) and out-of-home respite
care provided in AFC and AL/RC settings, will be determined as a
per day reimbursement using a method based on modeled projected
expenses which are developed by using data from surveys; cost
report data from other similar programs, consultation with other
service providers and/or professionals experienced in delivering
contracted services; and other sources. The room and board pay-
ments for AFC and AL/RC Services are not covered in these
reimbursements and will be paid to providers from the client’s
Supplemental Security Income, less a personal needs allowance.
(B) The reimbursement for out-of-home respite care
provided in a Nursing Facility will be based on the amount deter-
mined for the Texas Index of Level of Effort (TILE) for the CBA
participant.
(3) Monthly reimbursement ceiling. The reimbursement
for Emergency Response, will be determined as monthly reimburse-
ment ceiling based on the ceiling amount determined for the Emer-
gency Response Services Program.
(4) Requisition fees. Requisition fees are reimburse-
ments paid to the CBA contracted providers for their efforts in
acquiring adaptive aids and minor home modifications for CBA
participants. Reimbursement for medical supplies and prescriptions
covered under adaptive aids will be determined on a per month per
client served basis. Reimbursement for adaptive aids and minor
home modifications will vary based on the actual cost of the
adaptive aid and minor home modification. Reimbursements are
determined using a method based on modeled projected expenses
which are developed by using data from surveys; cost report data
from other similar programs, consultation with other service provid-
ers and/or professionals experienced in delivering contracted ser-
vices; and other sources.
(5) Pre-enrollment expense fee. Reimbursement for pre-
enrollment assessment is determined using a method based on
modeled projected expenses which are developed by using data from
surveys; cost report data from other similar programs, consultation
with other service providers and/or professionals experienced in
delivering contracted services; and other sources.
(6) Exceptions to the reimbursement determination meth-
odology. DHS may adjust reimbursement if new legislation, regula-
tions, or economic factors affect costs, according to §20.109 of this
title (relating to Adjusting Reimbursement When New Legislation,
Regulations, or Economic Factors Affect Costs).
(e) Authority to determine reimbursement. The authority to
determine reimbursement is specified in §20.101 of this title (relat-
ing to Introduction).
(f) Reporting of cost.
(1) Cost reporting guidelines. If DHS requires a cost
report for any waiver services in this program, providers must follow
the cost-reporting guidelines as specified in §20.105 of this title
(relating to General Reporting and Documentation Requirements,
Methods, and Procedures).
(2) Excused from submission of cost reports. If required
by DHS, all contracted providers must submit a cost report unless
the number of days between the date the first DHS client received
services and the provider’s fiscal year end is 30 days or fewer. The
provider may be excused from submitting a cost report if circum-
stances beyond the control of the provider make cost-report comple-
tion impossible, such as the loss of records due to natural disasters
or removal of records from the provider’s custody by any regulatory
agency. Requests to be excused from submitting a cost report must
be received by DHS’s Rate Analysis Department before the due date
of the cost report.
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(3) Reporting and verification of allowable cost.
(A) Providers are responsible for reporting only al-
lowable costs on the cost report, except where cost report instruc-
tions indicate that other costs are to be reported in specific lines or
sections. Only allowable cost information is used to determine
recommended reimbursements. DHS excludes from reimbursement
determination any unallowable expenses included in the cost report
and makes the appropriate adjustments to expenses and other infor-
mation reported by providers; the purpose is to ensure that the
database reflects costs and other information which are necessary for
the provision of services; and are consistent with federal and state
regulations.
(B) Individual cost reports may not be included in the
database used for reimbursement determination if:
(i) there is reasonable doubt as to the accuracy or
allowability of a significant part of the information reported; or
(ii) an auditor determines that reported costs are
not verifiable.
(C) When material pertinent to proposed reimburse-
ments is made available to the public, the material will include the
number of cost reports eliminated from reimbursement determina-
tion for the reason stated in subparagraph (B)(i) of this paragraph.
(4) Allowable and unallowable costs. Providers must
follow the guidelines in determining whether a cost is allowable or
unallowable as specified in §§20. 102 and 20.103 of this title
(relating to General Principles of Allowable and Unallowable Costs,
and Specifications for Allowable and Unallowable Costs), in addi-
tion to the following.
(A) Client room and board expenses are not allow-
able, except for those related to respite care.
(B) The actual cost of adaptive aids and home modifi-
cations are not allowable for cost reporting purposes. Allowable
labor costs associated with acquiring adaptive aids and home modifi-
cations should be reported in the cost report. Any item purchased for
participants in this program and reimbursed through a voucher
payment system is unallowable for cost reporting purposes. Refer to
§20. 103(17)(K) of this title (relating to Specifications for Allowable
and Unallowable Costs).
(g) Reporting revenue. Revenues must be reported on the
cost report in accordance with §20.104 of this title (relating to
Revenues).
(h) Reviews and field audits of cost reports. DHS staff
perform desk reviews or field audits on all contracted providers. The
frequency and nature of the field audit are determined by DHS staff
to ensure the fiscal integrity of the program. Desk reviews and field
audits will be conducted in accordance with §20.106 of this title
(relating to Basic Objectives and Criteria for Audit and Desk Re-
view of Cost Reports), and providers will be notified of the results
of a desk review or a field audit in accordance with §20.107 of this
title (relating to Notification of Exclusions and Adjustments). Pro-
viders may request an informal review and, if necessary, an adminis-
trative hearing to dispute an action taken by DHS under §20.110 of
this title (relating to Informal Reviews and Formal Appeals).
This agency hereby certifies that the proposal has been reviewed by
legal counsel and found to be within the agency’s authority to adopt.
Issued in Austin, Texas, on May 13, 1996.
TRD-9606620 Glenn Scott
General Counsel, Legal Services
Texas Department of Human Services
Proposed date of adoption: August 19, 1996
For further information, please call: (512) 438-3765
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Support Documents
• 40 TAC §§48.9801, 48.9802, 48.9805, 48.9806,
48.9808, 48. 9809
The amendments and new sections are proposed under the Human
Resources Code, Title 2, Chapter 22, which authorizes the department
to administer public assistance programs.
The amendments and new sections implement the Human Resources
Code, §§22. 001-22.030.
§48.9801. Reimbursement Methodology for Special Services to Per-
sons with Disabilities-Shared Attendant Care.
(a) Cost reporting. Cost reports pertaining to providers’
fiscal years ending in calendar year 1994, 1995, or 1996 will be
governed by the information in this section and the information
in §24.101(b) of this title (relating to General Specifications and
Methodology). In addition, the Texas Department of Human
Services (DHS) applies the general principles of cost determina-
tion as specified in §20.101 of this title (relating to Introduction).
Cost reports pertaining to providers’ fiscal years ending in
calendar year 1997 and subsequent years will be governed by
the information in §48.9802 of this title (relating to Reimburse-
ment Methodology for Special Services for Handicapped Adults-
Shared Attendant Care: 1997 and Subsequent Cost Reports).
(1) Content of cost report. The contracted provider must
submit financial and statistical information at least annually in a cost
report prescribed by DHS [the department]. All contracted provid-
ers must submit a cost report unless the number of days between
the date the first DHS client received services and the provider’s
fiscal year end is 30 days or fewer. The provider may be excused
from submitting a cost report if circumstances beyond the con-
trol of the provider make cost report completion impossible,
such as the loss of records due to natural disasters or removal of
records from the provider’s custody by any governmental entity.
Requests to be excused from submitting a cost report must be
received by the DHS’s Rate Analysis Department before the due
date of the cost report.
(2) Cost report due date. The provider must submit the
cost report no later than 90 days following receipt of the cost report
forms. An extension of the due date may be granted for good cause.
Good cause is that cause outside the control of the provider. The
provider must submit a request in writing for an extension of the due
date. Rate Analysis Department staff respond to requests within
ten workdays of receipt.
(4) Failure to file an acceptable cost report. Failure to
file a cost report according to all applicable rules and instructions
constitutes an administrative contract violation. In the case of an
administrative contract violation, procedural guidelines and in-
formal reconsideration and/or appeal processes are specified in
§20.111 of this title (relating to Administrative Contract Viola-
tions). [can result in the State of Texas withholding all provider
payments until the provider submits an acceptable report.]
(5) (No change.)
(6) Reviews and field audits of cost reports. DHS
performs desk reviews or field audits of cost reports of con-
tracted providers. The frequency and nature of the field audit
are determined by DHS to ensure the fiscal integrity of the
program. Desk reviews and field audits will be conducted in
accordance with §20.106 of this title (relating to Basic Objectives
and Criteria for Audit and Desk Review of Cost Reports), and
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providers will be notified of the results of a desk review or a
field audit in accordance with §20.107 of this title (relating to
Notification of Exclusions and Adjustments). Providers may
request an informal review and, if necessary, an administrative
hearing to dispute an action taken by DHS under §20.110 of this
title (relating to Informal Reviews and Formal Appeals). [Finan-
cial audits. The department performs desk audits and on-site audits
periodically on all providers participating in the program. The
frequency and nature of the audit are determined by the department,
but are not less than that required by federal regulations relating to
the administration of the program. Failure to allow the department to
perform an audit in sufficient detail to verify reported information
may result in the withholding of provider payments.]
(7) (No change.)
(8) Failure to maintain records. Failure to maintain [A
provider not maintaining] adequate records to support the financial
and statistical information in cost reports constitutes an adminis-
trative contract violation. In the case of an administrative con-
tract violation, procedural guidelines and informal
reconsideration and/or appeal processes are specified in §20.111
of this title (relating to Administrative Contract Violations). [is
given 90 days to bring his record keeping into compliance. Failure to
correct deficiencies within 90 days from the date of notification of
deficiency can result in the cancellation of the provider’s contract
for services.]
[(9) Amended Cost Report Due Dates. All contracted
providers must submit cost reports to the Texas Department of
Human Services (DHS) in a manner prescribed by the department.
DHS accepts amended cost reports submitted on the request of the
provider until 180 days after the due date of the cost report.
[(10) Cost of Out-of-state Audits. Whenever possible,
the records necessary to verify information submitted to DHS on
Medicaid cost reports, including related-party transactions and other
business activities engaged in by the provider, must be accessible to
DHS audit staff in the State of Texas. When records are not
available to DHS audit staff within the state, the provider must pay
the costs for DHS staff to travel and review the records out-of-state.
If a provider fails to reimburse DHS for these costs within 30 days
of the request for payment, DHS may request a hold be placed on
the vendor payments until the costs are paid in full.]
(b) Contract-specific unit reimbursement [rate].
(1) The actual reimbursement [rate] for each contract is
determined through the procurement process with DHS [the depart-
ment] staff and the provider.
(2) The reimbursement [rate] is on a per diem basis.
(3) The reimbursement [rate] may not exceed the average
Medicaid nursing facility reimbursement [rate].
(c) (No change.)
(d) Exclusion of certain reported expenses and cost re-
ports.
(1) Providers are responsible for reporting only al-
lowable costs on the cost report, except where cost report in-
structions indicate that other costs are to be reported in specific
lines or sections. Only allowable cost information is used to
determine recommended reimbursement. DHS excludes from
reimbursement determination any unallowable expenses in-
cluded in the cost report and makes the appropriate adjustments
to expenses and other information reported by providers. The
purpose is to ensure that the database reflects costs and other
information which are necessary for the provision of services
and consistent with federal and state regulations.
(2) Individual cost reports may not be included in the
database used for compilation of provider cost profiles if:
(A) there is doubt as to the accuracy or
allowability of a significant part of the information reported; or
(B) an auditor determines that reported costs are
not verifiable.
(3) When material pertinent to proposed reimburse-
ments is made available to the public, the material will include
the number of cost reports eliminated from the database used
for compilation of provider cost profiles for the reason stated in
paragraph (2)(A) of this subsection.
(e) Reimbursement determination. Reimbursement per
day of service is determined for each individual contracted
provider by its DHS contract manager. The reimbursement
determination is based upon estimated costs reported by the
contracted provider for the effective reimbursement period and
upon historical information reported by the contracted provider
in the form of annual cost reports covering the provider’s fiscal
year. Comparisons of each provider’s individual cost profiles per
unit of service from prior years, as well as comparisons with
mean and weighted median cost profiles per unit of service
across all providers, are used by the DHS contract manager in
the reimbursement determination process.
(1) Cost areas. Allowable costs, reported or estimated,
are combined into three cost areas, after allocating payroll taxes
to each salary line item on the cost report on a pro rata basis
based on the portion of that salary line item to the amount of
total salary expenses and after applying employee benefits di-
rectly to the corresponding salary line item.
(A) Attendants cost area. This cost area collects
costs and statistics associated with attendants, including salaries,
travel expenses, and training costs.
(B) Facility cost area. This cost area collects build-
ing and building equipment expenses, department equipment
expenses, and transportation equipment expenses.
(C) Administration cost area. This cost area col-
lects administrative salaries, office expenses, and central office
overhead expenses.
(2) Projected costs. Each provider’s total reported
allowable costs, excluding depreciation and mortgage interest,
are projected from the historical cost-reporting period to the
prospective reimbursement period as described in §20.108 of this
title (relating to Determination of Inflation Indices). The pro-
spective reimbursement period is the period of time that the
reimbursement is expected to be in effect. DHS may adjust
reimbursement to compensate for anticipated future changes in
the program requirements in accordance with §20.109 of this
title (relating to Adjusting Reimbursement When New Legisla-
tion, Regulations, or Economic Factors Affect Costs).
(3) Provider cost profiles.
(A) Individual provider cost profile per unit of
service. To determine a provider’s individual cost profile, DHS
determines a cost component for each cost area in paragraph
(1)(A) -(C) of this subsection by dividing either the total re-
ported or the total projected allowable costs for the cost area by
the total units of service provided. The sum of the three cost
components is the provider’s individual reported or projected
cost per unit of service.
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(B) Mean cost profile per unit of service across all
providers. To determine the mean cost profile across all provid-
ers submitting cost reports, DHS takes the results from
subparagraph (A) of this paragraph for each provider and
calculates a mean (average) for each cost area. The sum of the
mean cost area components is the mean cost profile (reported or
projected) per unit of service across all providers.
(C) Weighted median cost profile per unit of ser-
vice across all providers. To determine the weighted median cost
profile across all providers submitting cost reports, DHS rank-
orders from low to high all providers’ (reported or projected)
cost per day of service in each cost area. The days of service for
each provider that correspond with each cost array are summed
until the median day of service is reached, resulting in a
weighted median cost area component. The sum of the three
weighted median cost area components is the weighted median
cost profile per unit of service across all providers.
(f)[(d)] Definition of reasonableness. A cost is reasonable if,
in its nature and amount, it does not exceed that which would be
incurred by an ordinarily prudent person in the conduct of competi-
tive business. In determining the reasonableness of a given cost, the
department considers the following:
(1) whether the cost is of a type generally recognized as
ordinary and necessary for the operation of the business or the
performance under the contract;
(2) the restraints or requirements imposed by generally
accepted sound business practices, arm’s length bargaining, federal
and state laws and regulations, and contract terms and specifications;
and
(3) the action that a prudent person would take in the
circumstances, considering his responsibilities to the public, the
government, his employees, clients, shareholders, or members and
the fulfillment of the purpose for which the business was organized.
(g) [(e)] Unallowable costs. The following list of expenses
is not intended to be inclusive of all possible unallowable costs. It is
a general guide to the various unallowable costs frequently encoun-
tered in cost reports submitted by providers. Unallowable costs are
expenses incurred by a provider which are not directly or indirectly
related to the provision of contracted services according to applica-
ble laws, rules, and standards. Unallowable costs are:
(1) advertising expenses except advertising for employee
recruitment, and advertising to meet statutory or regulatory require-
ments;
(2) allowances for bad debts or other uncommon ac-
counts;
(3) business expenses from business operations not re-
lated to the provision of services contracted for by DHS;
(4) contributions to political activities or contributions to
charity;
(5) discounts for administrative reasons; courtesy, cash,
trade, and quantity discounts; rebates; or other discounts granted;
(6) dues and membership fees;
(7) entertainment expenses except for entertainment
which is reported as an employee benefit;
(8) expenses incurred for services not related to the
provision of services for which the department has contracted;
(9) expenses for purchases of goods and services from
revenues received from restricted or unrestricted gifts, donations,
endowments, and trusts;
(10) expenses which are not the legal obligation of the
provider;
(11) expenses of donated items, including depreciation
and amortization of the value of the donations;
(12) fees for corporation or association board of direc-
tors; partnership or corporation filing fees;
(13) fines and other penalties for violation of statute or
ordinance; penalties for late payment of taxes, utilities, mortgages,
and other similar penalties;
(14) fund-raising and promotion expenses; public rela-
tions expenses;
(15) insurance expenses for life insurance premiums if
the beneficiary is the provider organization; for insurance on assets
not related to the delivery of services for which the department has
contracted;
(16) interest expense on loans for assets not related to the
delivery of services for which the department has contracted; interest
expenses must be reduced or offset by interest income except
interest income from funded depreciation accounts or qualified
pension funds;
(17) personal compensation paid to individuals not pro-
viding services contributory to the delivery of services for which the
department has contracted;
(18) personal expenses not related to the delivery of
services for which the department has contracted;
(19) expenses for the purchase of services, facilities, or
supplies from related organizations or parties that exceed the lower
of the cost to the related party or organization or the price of
comparable services, facilities, or supplies purchased in an arm’s
length transaction;
(20) rental or lease expense on any item not related to
the delivery of services for which the department has contracted;
(21) tax expenses for federal, state, or local income tax;
any tax levied on assets not related to the delivery of services for
which the department has contracted; and
(22) transportation expenses for vehicles which are not
generally suited to functions related to the provision of services for
which the department has contracted. Mileage expenses can be
included at a cost per mile not to exceed the current reimbursement
rate set by the Texas Legislature for state employee travel. Mileage
is allowable if there is adequate documentation and if the expense
incurred was related to the delivery of services for which the
department has contracted.
§48.9802. Reimbursement Methodology for Special Services for
Handicapped Adults-Shared Attendant Care: 1997 and Subsequent
Cost Reports.
(a) General requirements. Cost reports pertaining to provid-
ers’ fiscal years ending in calendar year 1997 and subsequent years
will be governed by the information in this section. The Texas
Department of Human Services (DHS) applies the general principles
of cost determination as specified in §20.101 of this title (relating to
Introduction).
(b) Cost reporting. Providers must follow the cost-reporting
guidelines as specified in §20.105 of this title (relating to General
Reporting and Documentation Requirements, Methods and Proce-
dures). All contracted providers must submit a cost report unless the
number of days between the date the first DHS client received
services and the provider’s fiscal year end is 30 days or fewer. The
provider may be excused from submitting a cost report if circum-
stances beyond the control of the provider make cost report comple-
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tion impossible, such as the loss of records due to natural disasters
or removal of records from the provider’s custody by any govern-
mental entity. Requests to be excused from submitting a cost report
must be received by DHS’s Rate Analysis Department before the
due date of the cost report.
(c) Guidelines for desk reviews and field audits. Guidelines
for desk review of cost reports are specified in §20.106 of this title
(relating to Basic Objectives and Criteria for Audit and Desk Re-
view of Cost Reports). DHS performs desk reviews or field audits
on all contracted providers. The frequency and nature of the field
audits are determined by DHS to ensure the fiscal integrity of the
program. Providers will be notified of the results of a desk review or
field audit in accordance with §20.107 of this title (relating to
Notification of Exclusions and Adjustments). Providers may request
an informal review and, if necessary, an administrative hearing to
dispute an action taken by DHS under §20.110 of this title (relating
to Informal Reviews and Formal Appeals). The reimbursement
authority is specified in §20.101 of this title (relating to Introduc-
tion).
(d) Contract-specific unit reimbursement.
(1) The actual reimbursement for each contract is deter-
mined through the procurement process with DHS staff and the
provider.
(2) The reimbursement is on a per diem basis.
(3) The reimbursement may not exceed the average Med-
icaid nursing facility reimbursement.
(e) Factors affecting allowable costs.
(1) Providers must follow the guidelines in determining
whether a cost is allowable or unallowable as specified in §20.102 of
this title (relating to General Principles of Allowable and Unallow-
able Costs).
(2) Providers must follow the guidelines for allowable
and unallowable costs as specified in §20.103 of this title (relating to
Specifications for Allowable and Unallowable Costs).
(3) Providers are responsible for reporting only allowable
costs on the cost report, except where cost report instructions
indicate that other costs are to be reported in specific lines or
sections. Only allowable cost information is used to determine
recommended reimbursement. DHS excludes from reimbursement
determination any unallowable expenses included in the cost report
and makes the appropriate adjustments to expenses and other infor-
mation reported by providers. The purpose is to ensure that the
database reflects costs and other information which are necessary for
the provision of services and consistent with federal and state
regulations.
(A) Individual cost reports may not be included in the
database used for reimbursement determination if:
(i) there is reasonable doubt as to the accuracy or
allowability of a significant part of the information reported; or
(ii) an auditor determines that reported costs are
not verifiable.
(B) When material pertinent to proposed reimburse-
ments is made available to the public, the material will include the
number of cost reports eliminated from reimbursement determina-
tion for the reason stated in subparagraph (A)(i) of this paragraph.
(f) Reimbursement determination. Reimbursement per day
of service is determined for each individual contracted provider by
its DHS contract manager. The reimbursement determination is
based upon estimated costs reported by the contracted provider for
the effective reimbursement period and upon historical information
reported by the contracted provider in the form of annual cost
reports covering the provider’s fiscal year. Comparisons of each
provider’s individual cost profiles per unit of service from prior
years, as well as comparisons with mean and weighted median cost
profiles per unit of service across all providers, are used by the DHS
contract manager in the reimbursement determination process.
(1) Cost areas. Allowable costs, reported or estimated,
are combined into three cost areas, after allocating payroll taxes to
each salary line item on the cost report on a pro rata basis based on
the portion of that salary line item to the amount of total salary
expenses and after applying employee benefits directly to the corre-
sponding salary line item.
(A) Attendants cost area. This cost area collects costs
and statistics associated with attendants, including salaries, travel
expenses, and training costs.
(B) Facility cost area. This cost area collects building
and building equipment expenses, department equipment expenses,
and transportation equipment expenses.
(C) Administration cost area. This cost area collects
administrative salaries, office expenses, and central office overhead
expenses.
(2) Projected costs. DHS projects allowable expenses,
excluding depreciation and mortgage interest, per day of service
from each provider’s reporting period to the next ensuing reimburse-
ment period. DHS determines reasonable and appropriate economic
adjusters as described in §20.108 of this title (relating to Determina-
tion of Inflation Indices) to calculate the projected expenses. DHS
also adjusts reimbursement where new legislation, regulations, or
economic factors affect costs as specified in §20.109 of this title
(relating to Adjusting Reimbursement When New Legislation, Regu-
lations, or Economic Factors Affect Costs).
(3) Provider cost profiles.
(A) Individual provider cost profile per unit of ser-
vice. To determine a provider’s individual cost profile, DHS deter-
mines a cost component for each cost area in paragraph (1)(A) -(C)
of this subsection by dividing either the total reported or the total
projected allowable costs for the cost area by the total units of
service provided. The sum of the three cost components is the
provider’s individual reported or projected cost per unit of service.
(B) Mean cost profile per unit of service across all
providers. To determine the mean cost profile across all providers
submitting cost reports, DHS takes the results from subparagraph
(A) of this paragraph for each provider and calculates a mean
(average) for each cost area. The sum of the mean cost area
components is the mean cost profile (reported or projected) per unit
of service across all providers.
(C) Weighted median cost profile per unit of service
across all providers. To determine the weighted median cost profile
across all providers submitting cost reports, DHS rank-orders from
low to high all providers’ (reported or projected) cost per day of
service in each cost area. The days of service for each provider that
correspond with each cost array are summed until the median day of
service is reached, resulting in a weighted median cost area compo-
nent. The sum of the three weighted median cost area components is
the weighted median cost profile per unit of service across all
providers.
(g) Reporting revenues. Revenues must be reported on the
cost report in accordance with §20.104 of this title (relating to
Revenues).
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§48.9805. Reimbursement Methodology for Congregate and Home-
delivered Meals.
(a) Reimbursement ceiling determination. When the Texas
Department of Human Services (DHS) does not require a cost
report, DHS staff project the reimbursement ceiling from the current
reimbursement period to the next ensuing reimbursement period.
DHS staff determine reasonable and appropriate economic adjusters
as described in §20.108 of this title (relating to Determination of
Inflation Indices) to project the recommended reimbursement ceiling
for the next reimbursement period.
(b) Reimbursement ceiling determination based on a cost-
reporting process. If DHS deems it appropriate to require cost
reporting, the cost reports pertaining to providers’ fiscal year ending
in 1996 will be governed by the information in this subsection, and
the information in §24.101(b) of this title (relating to General
Specifications and Methodology). In addition, DHS applies the
general principles of cost determination as specified in §20.101 of
this title (relating to Introduction). Cost reports pertaining to provid-
ers’ fiscal years ending in calendar year 1997 and subsequent years
will be governed by the information in §48.9806 of this title
(relating to Reimbursement Methodology for Congregate and Home-
Delivered Meals: 1997 and Subsequent Cost Reports). The cost-
reporting process is as follows:
(1) Excused from submission of cost reports. All con-
tracted providers must submit a cost report prescribed by the depart-
ment, or on facsimiles which are formatted according to DHS
specifications and are preapproved by DHS staff, unless:
(A) the number of days between the date the first
DHS client received services and the provider’s fiscal year end is 30
days or fewer; or
(B) a provider agency served an average of less than
500 meals a month for the designated cost report period; or
(C) circumstances beyond the control of the provider
make cost report completion impossible, such as the loss of records
due to natural disasters or removal of records from the provider’s
custody by any governmental entity.
(2) Requests to be excused from submitting a cost report.
Requests to be excused from submitting a cost report must be
received by the Rate Analysis Department before the due date of the
cost report.
(3) Exclusion of cost reports.
(A) Providers are responsible for reporting only al-
lowable costs on the cost report, except where cost report instruc-
tions indicate that other costs are to be reported in specific lines or
sections. Only allowable cost information is used to determine
recommended reimbursement. DHS excludes from reimbursement
determination any unallowable expenses included in the cost report
and makes the appropriate adjustments to expenses and other infor-
mation reported by providers. The purpose is to ensure that the
database reflects costs and other information which are necessary for
the provision of services and are consistent with federal and state
regulations.
(B) Individual cost reports may not be included in the
database used for reimbursement determination if:
(i) there is reasonable doubt as to the accuracy or
allowability of a significant part of the information reported; or
(ii) an auditor determines that reported costs are
not verifiable.
(C) When material pertinent to proposed reimburse-
ments is made available to the public, the material will include the
number of cost reports eliminated from reimbursement determina-
tion for the reason stated in subparagraph (B)(i) of this paragraph.
(4) Cost-reporting requirements.
(A) Cost report due date. Provider agencies must
submit cost reports no later than 90 days following receipt of the
cost report forms.
(B) Extension of due date. DHS may grant extensions
of due dates for good cause. A good cause is defined as one that the
provider agency could not reasonably be expected to control. The
provider agency must submit requests for extensions in writing to
DHS before the cost report due date. Economic Analysis Division
staff respond to requests within ten workdays of receipt.
(C) Reporting period. The provider agency must pre-
pare the cost report to reflect the activities of the provider agency
during its previous fiscal year. Cost reports may be required for
other periods at the discretion of DHS.
(D) Failure to file an acceptable cost report. Failure to
file a cost report according to all applicable rules and instructions
constitutes an administrative contract violation. In the case of an
administrative contract violation, procedural guidelines and informal
reconsideration and/or appeal processes are specified in §20.111 of
this title (relating to Administrative Contract Violations).
(E) Accounting requirements. The provider agency
must ensure that financial and statistical information submitted in
cost reports is based upon the accrual method of accounting, except
for governmental institutions operated on the cash method of ac-
counting. The provider agency’s treatment of financial or statistical
items must reflect the application of the generally accepted account-
ing principles (GAAP) approved by the American Institute of Certi-
fied Public Accountants.
(F) Allocation methods. If allocation of cost is neces-
sary, provider agencies must use an allocation method that meets
generally accepted accounting principles approved by the American
Institute of Certified Public Accountants. DHS adjusts allocated
costs if DHS considers the allocation method to be unreasonable.
The provider agency must retain workpapers supporting allocations.
(G) Cost report certification. Provider agencies must
certify the accuracy of cost reports submitted to DHS in the format
specified by DHS. Provider agencies may be liable for civil and/or
criminal penalties in the case of intentionally misrepresented or
falsified information.
(H) Cost report supplements. DHS may at times
require additional financial and statistical information other than the
information contained in the cost report.
(I) Reviews and field audits of cost reports. DHS staff
perform either desk reviews or field audits on all contracted provid-
ers. The frequency and nature of the field audits are determined by
DHS to ensure the fiscal integrity of the program. Desk reviews and
field audits will be conducted in accordance with §20.106 of this
title (relating to Basic Objectives and Criteria for Audit and Desk
Review of Cost Reports), and providers will be notified of the
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results of a desk review or a field audit in accordance with §20.107
of this title (relating to Notification of Exclusions and Adjustments).
Providers may request an informal and, if necessary, an administra-
tive hearing to dispute an action taken by DHS under §20.110 of this
title (relating to Informal Reviews and Formal Appeals).
(J) Recordkeeping requirements. Provider agencies
must maintain records according to the requirements stated in
§69.205 of this title (relating to Record Retention Requirements).
Provider agencies must ensure that records are accurate and suffi-
ciently detailed to support the financial and statistical information
reported in cost reports.
(K) Failure to maintain adequate records. Failure to
maintain adequate records to support the financial and statistical
information reported in cost reports constitutes an administrative
contract violation. In the case of an administrative contract violation,
procedural guidelines and informal reconsideration and/or appeal
processes are specified in §20.111 of this title (relating to Adminis-
trative Contract Violations).
(c) Factors affecting allowable costs. This subsection applies
when a cost report is required. To be allowable under this program,
the provider must ensure that costs are:
(1) necessary and reasonable for the proper and efficient
administration of the program to deliver services for which the
department has contracted;
(2) authorized or not prohibited under state or local laws
or regulations;
(3) consistent with any limitations or exclusions de-
scribed in this section, federal or state laws, or other governing
limitations as to types or amounts of cost items;
(4) consistent with policies, regulations, and procedures
that apply uniformly to both the Congregate and Home-delivered
Meals Programs and other activities of the organization of which the
provider is a part;
(5) treated consistently using generally accepted account-
ing principles appropriate to the circumstances;
(6) not allocable to or included as a cost of any other
program in either the current or a prior period; and
(7) the net of all applicable credits.
(d) Definition of reasonableness. This subsection applies
when a cost report is required. A cost is reasonable if, in its nature
and amount, it does not exceed that which would be incurred by an
ordinarily prudent person in the conduct of competitive business. In
determining the reasonableness of a given cost, the department
considers the following:
(1) whether the cost is of a type generally recognized as
ordinary and necessary for the operation of the business or the
performance under the contract;
(2) the restraints or requirements imposed by generally
accepted sound business practices, arm’s length bargaining, federal
and state laws and regulations, and contract terms and specifications;
and
(3) the action that a prudent person would take in the
circumstances, considering his responsibilities to the public, the
government, his employees, clients, shareholders, or members, and
the fulfillment of the purpose for which the business was organized.
(e) Unallowable costs. This subsection applies when a cost
report is required. Unallowable costs are expenses incurred by a
provider agency which are not directly or indirectly related to the
provision of contracted services according to applicable laws, rules,
and standards. A provider agency may expend funds on unallowable
cost items, but those costs must not be included in the cost report
and are not used in calculating a reimbursement ceiling recommen-
dation. The following list is a general guide to the various unallow-
able costs frequently encountered in cost reports submitted by
provider agencies and is not intended to be inclusive of all possible
unallowable costs:
(1) advertising expenses except advertising for employee
and volunteer recruitment, and advertising to meet statutory or
regulatory requirements;
(2) allowances for bad debts or other uncommon ac-
counts;
(3) business expenses not related to the provision of
services for which the department has contracted;
(4) contributions to political activities or contributions to
charity;
(5) discounts for administrative reasons; courtesy, cash,
trade, and quantity discounts; rebates; or other discounts granted;
(6) dues and membership fees to organizations whose
primary emphasis is not related to congregate or home-delivered
meals services;
(7) entertainment expenses, except for entertainment
which is reported as an employee benefit;
(8) expenses incurred for services not related to the
provision of services for which the department has contracted;
(9) expenses which are not the legal obligation of the
provider;
(10) depreciation and amortization of donated items;
(11) fees and travel expenses for corporation or associa-
tion board of directors; partnership or corporation filing fees;
(12) fines and other penalties for violation of statute or
ordinance; penalties for late payment of taxes, utilities, mortgages,
loans and other similar penalties;
(13) fund-raising and promotion expenses; public rela-
tions expenses;
(14) expenses for life insurance premiums where the
beneficiary is the provider organization unless life insurance is a
requirement of a loan agreement and the loan is related to congre-
gate or home-delivered meals;
(15) expenses for insurance on assets not related to the
delivery of services for which the department has contracted;
(16) interest expense on loans for assets not related to the
delivery of services for which the department has contracted; interest
expenses must be reduced or offset by interest income except
interest income from funded depreciation accounts or qualified
pension funds;
(17) personal compensation or expenses not related to
the delivery of services for which the department has contracted;
(18) expenses for the purchase of services, facilities, or
supplies from related organizations or parties if the expenses exceed
the lower of the cost to the related party or organization or the price
of comparable services, facilities, or supplies purchased in an arm’s
length transaction;
(19) rental or lease expense on any item not related to
the delivery of services for which the department has contracted;
(20) tax expenses for federal, state, or local income tax;
any tax levied on assets not related to the delivery of services for
which the department has contracted;
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(21) transportation expenses for vehicles which are not
generally suited to functions related to the provision of services for
which the department has contracted. Mileage expenses may be
included at a cost per mile not to exceed the current reimbursement
ceiling set by the legislature for state employee travel. Mileage is
allowable if there is adequate documentation and if the expense
incurred was related to the delivery of services for which the
department has contracted;
(22) depreciation expenses other than those based on
straight line depreciation; and
(23) franchise fees.
(f) Reimbursement ceiling. This subsection applies when a
cost report is required. DHS staff determine the recommended
reimbursement ceiling as follows.
(1) DHS staff allocate payroll taxes and employee bene-
fits to each salary line item on the cost report on a pro rata basis
based on the portion of that salary line item to the amount of total
salary expense. The employee benefits for administrative staff are
allocated directly to the corresponding salaries for those positions.
The allocated payroll taxes are Federal Insurance Contributions Act
(FICA) or social security, Workers’ Compensation Insurance (WCI),
Federal Unemployment Tax Act (FUTA), and Texas Unemployment
Compensation Act (TUCA).
(2) DHS staff project allowable expenses, excluding
depreciation and mortgage interest, from each provider agency’s
reporting period to the next ensuing reimbursement period. DHS
determines reasonable and appropriate economic adjusters as de-
scribed in §20.108 of this title (relating to Determination of Inflation
Indices) to calculate the projected expenses. Depreciation and mort-
gage interest expenses are not projected. DHS staff also adjust
reimbursement if new legislation, regulations, or economic factors
affect costs as specified in §20.109 of this title (relating to Adjusting
Reimbursement When New Legislation, Regulations, or Economic
Factors Affect Costs).
(3) DHS staff combine allowable reported costs into four
cost areas.
(A) The administrative cost area includes administra-
tive salaries, wages, and other administrative expenses.
(B) The facility cost area includes building and equip-
ment expenses, and operation and maintenance expenses.
(C) The food preparation cost area includes raw food
costs, salaries and wages of food service staff, and subcontracted
costs when food preparation is purchased.
(D) The meal delivery cost area includes meal deliv-
ery expenses including mileage paid; meal container expenses; and
vehicle rental, lease, use and/or depreciation costs.
(4) A contracted provider’s projected expenses in each
cost area are divided by its total units of service for the reporting
period to determine the projected cost per unit of service.
(5) The contracted providers’ projected costs per unit of
service are ranked from low to high in each cost area.
(6) The 80th percentile cost is determined for each cost
area. The recommended reimbursement ceiling is the sum of the
80th percentile costs of the four cost areas.
(g) Authority to determine reimbursement. The authority to
determine reimbursement is specified in §20.101 of this title (relat-
ing to Introduction).
(h) Contract-specific unit reimbursement. DHS determines
the actual reimbursement for each contract through negotiations
between DHS staff and the provider. In no instance may the
negotiated unit reimbursement exceed the unit reimbursement ceil-
ing.
§48.9806. Reimbursement Methodology for Congregate and Home-
Delivered Meals: 1997 and Subsequent Cost Reports.
(a) Reimbursement ceiling determination. When the Texas
Department of Human Services (DHS) does not require a cost
report, DHS staff project the reimbursement ceiling from the current
reimbursement period to the next ensuing reimbursement period.
DHS staff determine reasonable and appropriate economic adjusters
as described in §20.108 of this title (relating to Determination of
Inflation Indices) to project the recommended reimbursement ceiling
for the next reimbursement period.
(b) Reimbursement ceiling determination based on a cost-
reporting process. If DHS deems it appropriate to require cost
reporting, cost reports pertaining to providers’ fiscal years ending in
calendar year 1997 and subsequent years will be governed by the
information in this subsection. DHS applies the general principles of
cost determination as specified in §20.101 of this title (relating to
Introduction). The cost-reporting process is as follows:
(1) Documentation requirements. Providers must follow
the cost-reporting guidelines specified in §20.105 of this title (relat-
ing to General Reporting and Documentation Requirements, Meth-
ods, and Procedures).
(2) Excused from submission of cost reports. All con-
tracted providers must submit a cost report unless:
(A) the number of days between the date the first
DHS client received services and the provider’s fiscal year end is 30
days or fewer; or
(B) a provider agency served an average of less than
500 meals a month for the designated cost report period; or
(C) circumstances beyond the control of the provider
make cost report completion impossible, such as the loss of records
due to natural disasters or removal of records from the provider’s
custody by any governmental entity.
(3) Requests to be excused from submitting a cost report.
Requests to be excused from submitting a cost report must be
received by the Rate Analysis Department before the due date of the
cost report.
(4) Exclusion of cost reports.
(A) Providers are responsible for reporting only al-
lowable costs on the cost report, except where cost report instruc-
tions indicate that other costs are to be reported in specific lines or
sections. Only allowable cost information is used to determine
recommended reimbursement. DHS excludes from reimbursement
determination any unallowable expenses included in the cost report
and makes the appropriate adjustments to expenses and other infor-
mation reported by providers. The purpose is to ensure that the
database reflects costs and other information which are necessary for
the provision of services and are consistent with federal and state
regulations.
(B) Individual cost reports may not be included in the
database used for reimbursement determination if:
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(i) there is reasonable doubt as to the accuracy or
allowability of a significant part of the information reported; or
(ii) an auditor determines that reported costs are
not verifiable.
(C) When material pertinent to proposed reimburse-
ments is made available to the public, the material will include the
number of cost reports eliminated from reimbursement determina-
tion for the reason stated in subparagraph (B)(i) of this paragraph.
(5) Allowable and unallowable costs. Providers must fol-
low the guidelines in determining whether a cost is allowable or
unallowable as specified in §20.102 of this title (relating to General
Principles of Allowable and Unallowable Costs). Providers must
follow the guidelines for allowable and unallowable costs as speci-
fied in §20.103 of this title (relating to Specifications for Allowable
and Unallowable Costs).
(6) Revenue. Revenue must be reported on the cost
report according to §20.104 of this title (relating to Revenue).
(7) Review of cost reports. DHS staff perform either
desk reviews or field audits on all contracted providers. The fre-
quency and nature of the field audits are determined by DHS to
ensure the fiscal integrity of the program. Desk reviews and field
audits will be conducted in accordance with §20.106 of this title
(relating to Basic Objectives and Criteria for Audit and Desk Re-
view of Cost Reports), and providers will be notified of the results
of a desk review or a field audit in accordance with §20.107 of this
title (relating to Notification of Exclusions and Adjustments). Pro-
viders may request an informal and, if necessary, an administrative
hearing to dispute an action taken by DHS under §20.110 of this title
(relating to Informal Reviews and Formal Appeals).
(c) Reimbursement ceiling. This subsection applies when a
cost report is required. DHS staff determine the recommended
reimbursement ceiling as follows.
(1) DHS staff allocate payroll taxes and employee bene-
fits to each salary line item on the cost report on a pro rata basis
based on the portion of that salary line item to the amount of total
salary expense. The employee benefits for administrative staff are
allocated directly to the corresponding salaries for those positions.
The allocated payroll taxes are Federal Insurance Contributions Act
(FICA) or social security, Workers’ Compensation Insurance (WCI),
Federal Unemployment Tax Act (FUTA), and Texas Unemployment
Compensation Act (TUCA).
(2) DHS staff project allowable expenses, excluding
depreciation and mortgage interest, from each provider agency’s
reporting period to the next ensuing reimbursement period. DHS
determines reasonable and appropriate economic adjusters as de-
scribed in §20.108 of this title (relating to Determination of Inflation
Indices) to calculate the projected expenses. DHS staff also adjust
reimbursement if new legislation, regulations, or economic factors
affect costs as specified in §20.109 of this title (relating to Adjusting
Reimbursement When New Legislation, Regulations, or Economic
Factors Affect Costs).
(3) DHS staff combine allowable reported costs into four
cost areas.
(A) The administrative cost area includes administra-
tive salaries, wages, and other administrative expenses.
(B) The facility cost area includes building and equip-
ment expenses, and operation and maintenance expenses.
(C) The food preparation cost area includes raw food
costs, salaries and wages of food service staff, and subcontracted
costs when food preparation is purchased.
(D) The meal delivery cost area includes meal deliv-
ery expenses including mileage paid; meal container expenses; and
vehicle rental, lease, use and/or depreciation costs.
(4) A contracted provider’s projected expenses in each
cost area are divided by its total units of service for the reporting
period to determine the projected cost per unit of service.
(5) The contracted providers’ projected costs per unit of
service are ranked from low to high in each cost area.
(6) The 80th percentile cost is determined for each cost
area. The recommended reimbursement ceiling is the sum of the
80th percentile costs of the four cost areas.
(d) Reimbursement determination authority. The reimburse-
ment determination authority for this reimbursement ceiling is speci-
fied in §20.101 of this title (relating to Introduction).
(e) Contract-specific reimbursement. DHS determines the
actual reimbursement for each contract through negotiations between
DHS staff and the provider. In no instance may the negotiated unit
reimbursement exceed the unit reimbursement ceiling.
§48.9808. Reimbursement Methodology for the Community Living
Assistance and Support Services Waiver Program-a 1915(c) Med-
icaid Home and Community-based Waiver for Persons With Re-
lated Conditions [1915(c) of the Social Security Act Medicaid Home
and Community Based Waiver Services for Persons With Related
Conditions.]
(a) General requirements. Cost reports pertaining to
providers’ fiscal years ending in calendar year 1994, 1995, or
1996 will be governed by the information in this section, and the
information in §24.101(b) of this title (relating to General Speci-
fications and Methodology). In addition, the Texas Department
of Human Services (DHS) applies the general principles of cost
determination as specified in §20.101 of this title (relating to
Introduction). Cost reports pertaining to providers’ fiscal years
ending in calendar year 1997 and subsequent years will be
governed by the information in §48.9809 of this title (relating to
Reimbursement Methodology for 1915(c) of the Social Security
Act Medicaid Home and Community Based Waiver Services for
Persons With Related Conditions: 1997 and Subsequent Cost
Reports).
(b)[(a)] General. DHS will reimburse qualified providers for
waiver services provided to Medicaid-eligible persons with related
conditions (waiver services). Additionally, DHS will reimburse
qualified Texas Medicaid contracted providers for a pre-
enrollment assessment of potential waiver participants. The pre-
enrollment assessment covers care planning for the participant
and is reimbursed by a one-time administrative expense fee
which is not included in the waiver services but will be paid
from Medicaid administrative funds. ["Persons with related condi-
tions" is defined according to 27.102 of this title (relating to
Definitions for Level-of-Care Criteria). As of February 1, 1991,
DHS will reimburse qualified providers for a one-time administra-
tive expense which covers the initial assessment and care planning
for the client. This administrative expense fee is not included in the
waiver services but will be paid from Medicaid administrative funds.
The DHS Board determines, for the initial assessment and care
planning for waiver program applicants, an administrative expense
fee that is uniform, prospective, and cost-related. The DHS Board
determines, for Medicaid waiver services, reimbursement rates that
are uniform, prospective, and cost-related. The DHS Board deter-
mines reimbursement rates and an administrative expense fee ac-
cording to 24.101 and 24.102 of this title (relating to General
Specifications and Methodology). DHS staff submit rate and admin-
istrative expense fee recommendations to the DHS Board.]
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[(b) Frequency of rate and administrative expense fee deter-
mination. DHS determines rates and the administrative expense fee
at least annually. Both may be determined more often than annually
if the DHS Board determines that it is necessary.]
(c) Reporting of cost.
(1) Cost report. Each provider must submit financial and
statistical information on a cost report or in a survey format desig-
nated by DHS. All contracted providers must submit a cost
report unless the number of days between the date the first DHS
client received services and the provider’s fiscal year end is 30
days or fewer. A provider may be excused from submitting a
cost report if circumstances beyond the control of the provider
make cost report completion impossible, such as the loss of
records due to natural disasters or removal of records from the
provider’s custody by any governmental entity. Requests to be
excused from submitting a cost report must be received by the
Rate Analysis Department before the due date of the cost report.
The cost report must capture the expenses of the waiver services
provided, including salaries and benefits, administration, building
and equipment, utilities, supplies, travel, indirect overhead expenses
related to the waiver services program. Also, the cost report must
capture pertinent information related to the [initial] assessment and
care planning process for waiver program applicants.
(A) Accounting requirements. All information sub-
mitted on the cost reports must be based upon the accrual method of
accounting unless the provider is a governmental entity operating on
a cash basis. The provider must complete the cost report according
to the prescribed statement in subsection (g) [(f)] of this section,
concerning allowable and unallowable costs. Cost reporting should
be consistent with generally accepted accounting principles (GAAP).
In cases where cost reporting rules conflict with GAAP, IRS, or
other authorities, the rules specified in this section take precedence
for Medicaid provider cost reporting purposes.
(B) (No change.)
(C) Allowable and unallowable costs. Providers must
complete the cost report according to DHS’s statement of allowable
and unallowable costs in subsection (g) [(f)] of this section.
(D)-(F) (No change.)
(G) Failure to file an acceptable cost report. Failure
to file a cost report according to all applicable rules and instruc-
tions constitutes an administrative contract violation. In the case
of an administrative contract violation, procedural guidelines
and informal reconsideration and/or appeal processes are speci-
fied in §20.111 of this title (relating to Administrative Contract
Violations). [If a provider fails to file a cost report or files an
unacceptable report and refuses to make necessary changes, DHS
may withhold vendor payments to that provider until the deficiencies
are corrected.]
(H) Record keeping requirements. Each provider
must maintain records according to the requirements stated in
§69.205 [§69.202] of this title (relating to Contractor’s [Contrac-
tors’] Records). The provider must ensure that the records are
accurate and sufficiently detailed to support the financial and statisti-
cal information reported in the cost report. Failure to [If a provider
does not] maintain records which support the financial and statistical
information submitted on the cost report constitutes an administra-
tive contract violation. In the case of an administrative contract
violation, procedural guidelines and informal reconsideration
and/or appeal processes are specified in §20.111 of this title
(relating to Administrative Contract Violations). [, the provider
will be given 90 days to correct his record keeping. A hold of the
vendor payments to the provider will be made if the deficiency is
not corrected within 90 days from the date the provider is notified.]
(I) Reviews and field audits of cost reports. DHS
performs desk reviews or field audits of cost reports of con-
tracted providers. The frequency and nature of the field audit
are determined by DHS to ensure the fiscal integrity of the
program. Desk reviews and field audits will be conducted in
accordance with §20.106 of this title (relating to Basic Objectives
and Criteria for Audit and Desk Review of Cost Reports), and
providers will be notified of the results of a desk review or a
field audit in accordance with §20.107 of this title (relating to
Notification of Exclusions and Adjustments). Providers may
request an informal review and, if necessary, an administrative
hearing to dispute an action taken by DHS under §20.110 of this
title (relating to Informal Reviews and Formal Appeals). [Audit
and review of cost reports.
[(i) Review of cost reports. DHS reviews each
cost report or survey to ensure that all financial and statistical
information submitted conforms to all applicable rules and instruc-
tions. Desk reviews are performed on all cost reports according to
§24.201 of this title (relating to Basic Objectives and Criteria for
Desk Review of Cost Reports). Cost reports not completed accord-
ing to instructions or rules are returned to the provider for proper
completion.
[(ii) On-site audit of cost reports. DHS staff per-
form a sufficient number of audits each year to ensure the fiscal
integrity of the waiver services reimbursement rates. The number of
on-site audits actually performed each year may vary. Adjustments
consistent with the results of on-site audits are made to the rate base
until closure before the final rate analysis. During either desk audits
or on-site audits according to §24. 401 of this title (relating to
Notification), DHS notifies providers of the exclusions and adjust-
ments to reported expenses made.
[(iii) Access to records. The provider must allow
DHS or its designated agents access to all records necessary to
verify information on the cost report. This requirement includes
records pertaining to related-party transactions and other business
activities engaged in by the provider. If a provider does not allow
inspection of pertinent records within 30 days following written
notice from DHS, a hold will be placed on the vendor payments
until access to the records is allowed.
[(iv) Reviews of cost report disallowances. Under
§24.601 of this title (relating to Reviews and Administrative Hear-
ings), providers may request an informal review and, if necessary,
an administrative hearing to dispute any action taken by the depart-
ment.]
(2) Other sources of cost information. If DHS has deter-
mined that there is not [In the absence of] reliable cost report data
from which to set waiver services unit reimbursements [rates] or
the administrative expense fee, the reimbursements [rates] and/or
fee will be developed by using data from surveys; cost report data
from other similar programs; consultation with other service provid-
ers, associations, and professionals experienced in delivering ser-
vices to persons with related conditions; and other sources.
(d) Waiver reimbursement determination methodology.
(1) Unit of service reimbursement or reimbursement
ceiling by unit of service. Reimbursement or reimbursement
ceilings for related-conditions waiver services, habilitation, nurs-
ing, physical therapy, occupational therapy, speech pathology,
and psychological and respite care services will be determined
on a fee-for-service basis. These services are provided under the
§1915(c) of the Social Security Act Medicaid waiver for persons
with related conditions.
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(2) Monthly reimbursement. The reimbursement for
the related-conditions case management waiver service will be
determined as a monthly reimbursement. This service is pro-
vided under the §1915(c) of the Social Security Act Medicaid
waiver for persons with related conditions.
(3) Reporting and verification of allowable cost.
(A) Providers are responsible for reporting only
allowable costs on the cost report, except where cost report
instructions indicate that other costs are to be reported in
specific lines or sections. Only allowable cost information is used
to determine recommended reimbursements. DHS excludes from
reimbursement determination any unallowable expenses in-
cluded in the cost report and makes the appropriate adjustments
to expenses and other information reported by providers; the
purpose is to ensure that the database reflects costs and other
information which are necessary for the provision of services;
and are consistent with federal and state regulations.
(B) Individual cost reports may not be included in
the database used for reimbursement determination if:
(i) there is reasonable doubt as to the accuracy
or allowability of a significant part of the information reported;
or
(ii) an auditor determines that reported costs
are not verifiable.
(C) When material pertinent to proposed reim-
bursements is made available to the public, the material will
include the number of cost reports eliminated from reimburse-
ment determination for the reason stated in subparagraph (B)(i)
of this paragraph.
(4) Reimbursement determination process. Recom-
mended unit of service reimbursements are determined in the
following manner.
(A) Unit or service reimbursement for habilitation,
nursing, physical therapy, occupational therapy, speech pathol-
ogy, and psychological services are determined in the following
manner:
(i) Total allowable costs for each provider will
be determined by analyzing the allowable historical costs re-
ported on the cost report and other pertinent cost survey infor-
mation.
(ii) Total allowable costs are reduced by the
amount of administrative expense fee revenues received through
a voucher payment system.
(iii) Each provider’s total reported allowable
costs, excluding depreciation and mortgage interest, are pro-
jected from the historical cost reporting period to the prospec-
tive reimbursement period as described in §20.108 of this title
(relating to Determination of Inflation Indices). The prospective
reimbursement period is the period of time that the reimburse-
ment is expected to be in effect.
(iv) Payroll taxes and employee benefits are al-
located to each salary line item on the cost report on a pro rata
basis based on the portion of that salary line item to the amount
of total salary expense for the appropriate group of staff. Em-
ployee benefits will be charged to a specific salary line item if the
benefits are reported separately. The allocated payroll taxes are
Federal Insurance Contributions Act (FICA) or Social Security,
Medicare Contributions, Workers’ Compensation Insurance
(WCI), the Federal Unemployment Tax Act (FUTA), and the
Texas Unemployment Compensation Act (TUCA).
(v) Allowable administrative, facility, and vehi-
cle costs are allocated or spread to each waiver service cost
component on a pro rata basis based on the portion of each
waiver services’ service units reported to the amount of total
waiver service units reported.
(vi) An allowable cost per unit of service is
calculated for each service. The allowable costs per unit of
service are arrayed and weighted by the number of units of
service and the median cost per unit of service is calculated.
(vii) The median cost per unit of service for
each waiver service is multiplied by 1.044.
(B) Unit of service reimbursement and reimburse-
ment ceilings for respite care services are determined in the
following manner:
(i) For in-home respite care services, a unit of
service reimbursement is determined using a method based on
modeled projected expenses which are developed using data
from surveys, cost report data from other similar programs or
services, professionals’ experience in delivering similar type ser-
vices, and other relevant sources.
(ii) For out-of-home respite care services, a unit
of service reimbursement ceiling is determined using a method
based on modeled projected expenses which are developed using
data from surveys, cost report data from other similar programs
or services, professionals’ experience in delivering similar type
services, and other relevant sources.
(C) The monthly reimbursement for case manage-
ment services is determined in the following manner:
(i) Total allowable costs for each provider will
be determined by analyzing the allowable historical costs re-
ported on the cost report and other pertinent cost survey infor-
mation.
(ii) Total allowable costs are reduced by the
amount of administrative expense fee revenues reported.
(iii) Each provider’s total reported allowable
costs, excluding depreciation and mortgage interest, are pro-
jected from the historical cost-reporting period to the prospec-
tive reimbursement period as described in §20.108 of this title
(relating to Determination of Inflation Indices). The prospective
reimbursement period is the period of time that the reimburse-
ment is expected to be in effect.
(iv) Payroll taxes and employee benefits are al-
located to each salary line item on the cost report on a pro rata
basis based on the portion of that salary line item to the amount
of total salary expense for the appropriate group of staff. Em-
ployee benefits will be charged to a specific salary line item if the
benefits are reported separately. The allocated payroll taxes are
Federal Insurance Contributions Act (FICA) or social security,
Medicare contributions, Workers’ compensation Insurance
(WCI), the Federal Unemployment Tax Act (FUTA), and the
Texas Unemployment Compensation Act (TUCA).
(v) Each provider’s projected total allowable
costs are divided by the number of monthly units of service to
determine the projected cost per client month of service.
(vi) Each provider’s projected cost per client
month of service is arrayed from low to high and weighted by
the number of units of service, and the median cost per client
month of service is calculated.
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(vii) The median projected cost per client
month of service is multiplied by 1.044.
(D) DHS may adjust reimbursement to compen-
sate for anticipated future changes in the program requirements
in accordance with §20.109 of this title (relating to Adjusting
Reimbursement When New Legislation, Regulations, or Eco-
nomic Factors Affect Costs).
(5) Authority to determine reimbursement. The au-
thority to determine reimbursement is specified in §20.101 of
this title (relating to Introduction).
[(d) Waiver rate determination methodology.
[(1) Rates or rate ceilings by unit of service. Reimburse-
ment rates or rate ceilings for related-conditions waiver services,
habilitation, nursing, physical therapy, occupational therapy, speech
pathology, and psychological and respite care services will be deter-
mined on a fee-for-service basis. These services are provided under
the §1915(c) of the Social Security Act Medicaid waiver for persons
with related conditions.
[(2) Monthly rate. Effective May 1, 1994, the reimburse-
ment rate for the related-conditions case management waiver service
will be determined as a monthly rate. This service is provided under
the §1915(c) of the Social Security Act Medicaid waiver for persons
with related conditions.
[(3) Exclusion or adjustment of expenses. Providers must
eliminate unallowable expenses from the cost report. DHS excludes
from the data base any unallowable expenses included in the cost
report and makes the appropriate adjustments to expenses and other
information reported by providers; the purpose is to ensure that the
data base reflects costs and other information which are consistent
with efficiency, economy, and quality of care; are necessary for the
provision of waiver services; and are consistent with federal and
state Medicaid regulations. If there is doubt as to the accuracy or
allowableness of a significant part of the information reported,
individual cost reports may be eliminated from the data base.
[(4) Rate determination process. The DHS Board deter-
mines, for each service, reimbursement rates or rate ceilings which
will reimburse the reasonable and necessary costs of a prudent and
cost-effective operation. DHS staff submit recommendations for
reimbursement rates or rate ceilings. Recommended rates are deter-
mined in the following manner.
[(A) Unit or service rates for habilitation, nursing,
physical therapy, occupational therapy, speech pathology and psy-
chological services are determined in the following manner:
[(i) Total allowable costs for each provider will be
determined by analyzing the allowable historical costs reported on
the cost report and other pertinent cost survey information.
[(ii) Each provider’s total allowable costs are
projected from the historical cost reporting period to the prospective
rate period as described in §24.301 of this title (relating to Determi-
nation of Inflation Indices).
[(iii) An allowable cost per unit of service is cal-
culated for each service. The allowable costs per unit of service are
arrayed and weighted by the number of units of service and the
median point is calculated.
[(iv) The median cost component is multiplied by
an appropriate percentage incentive factor, determined by the DHS
Board, to calculate the recommended reimbursement rates.
[(B) Effective with the five year renewal of the home
and community based waiver for persons with related conditions,
unit of service rates and rate ceilings for respite care services are
determined in the following manner:
[(i) For in-home respite care services, a unit of
service reimbursement rate is determined using a method based on
modeled projected expenses which are developed using data from
surveys, cost report data from other similar programs or services,
professionals’ experience in delivering similar type services, and
other relevant sources.
[(ii) For out-of-home respite care services, a unit
of service reimbursement rate ceiling is determined using a method
based on modeled projected expenses which are developed using
data from surveys, cost report data from other similar programs or
services, professionals’ experience in delivering similar type ser-
vices, and other relevant sources.
[(C) Effective May 1, 1994, the monthly reimburse-
ment rate for case management services is determined in the follow-
ing manner:
[(i) Total allowable costs for each provider will
be determined by analyzing the allowable historical costs reported
on the cost report and other pertinent cost survey information.
[(ii) Each provider’s total allowable costs are pro-
jected from the historical cost reporting period to the prospective
rate period as described in §24.301 of this title (relating to Determi-
nation of Inflation Indices).
[(iii) Each provider’s projected total allowable
costs are divided by the number of client service months (total days
of service participants are eligible for wavier services, divided by
30.4 days) in the provider’s reporting period, to determine the
projected cost per client month of service.
[(iv) Each provider’s projected cost per client
month of service is arrayed from low to high and a median cost per
client month of service is selected.
[(v) The median projected cost per client month of
service is multiplied by an appropriate percentage incentive factor,
determined by the DHS Board, to calculate the recommended
monthly reimbursement rate.
[(D) The Texas Board of Human Services determines
reimbursement rates and rate ceilings it believes are:
[(i) within budgetary constraints;
[(ii) adequate to reimburse the reasonable and
necessary costs of a prudent and cost-effective operation; and
[(iii) justifiable given current economic condi-
tions.
[(E) DHS also adjusts rates according to §24.501 of
this title (relating to Adjusting Rates When New Legislation, Regu-
lations, or Economic Factors Affect Costs) if new legislation, regula-
tions, or economic factors affect costs.]
(e) Administrative expense fee determination methodol-
ogy.
(1) One-time administrative expense fee. Reimburse-
ment for the pre-enrollment assessment and care planning pro-
cess required to determine eligibility for the waiver program will
be provided as a one-time administrative expense fee.
(2) Administrative expense fee determination pro-
cess. The recommended fee is determined using a method based
on modeled projected expenses which are developed using data
from surveys, cost report data from other similar programs or
services, professionals’ experience in delivering similar services,
and other relevant sources.
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[(e) Administrative expense fee determination methodology.
[(1) One-time administrative expense fee. Reimburse-
ment for the initial assessment and care planning process required to
determine eligibility for the waiver program will be provided as a
one-time administrative expense fee.
[(2) Exclusion or adjustment of expenses. Providers must
eliminate unallowable expenses from the cost report. DHS excludes
from the data base any unallowable expenses included in the cost
report and makes the appropriate adjustments to expenses and other
information reported by providers. The purpose is to ensure that the
data base reflects costs and other information which are consistent
with efficiency, economy, and quality of care; are necessary for the
provision of the initial assessment and care planning process; and
are consistent with federal and state Medicaid regulations. If there is
doubt as to the accuracy or allowableness of a significant part of the
information reported, individual cost reports may be eliminated from
the data base.
[(3) Administrative expense fee determination process.
The DHS Board determines a one-time administrative expense fee
which will reimburse the costs of the reasonable and necessary costs
of a prudent and cost-effective operation. DHS staff submit recom-
mendations for an administrative expense fee reimbursement. The
recommended fee is determined in the following manner.
[(A) Total number of direct service hours with the
client and number of initial assessments of clients by type of
professional service will be determined by analyzing allowable
historical cost and other information reported on the cost report and
any other pertinent cost survey information.
[(B) The number of direct service hours per initial
assessment is determined by dividing, for each type of professional
service, the direct service hours by the number of assessments per
provider.
[(C) The number of initial assessments by type of
professional service for each provider is arrayed from low to high
and a weighted median is determined.
[(D) The number of direct service hours per assess-
ment that corresponds to the weighted median number of initial
assessments for that type service is selected.
[(E) The direct service hours per assessment is multi-
plied by the appropriate recommended reimbursement rate as de-
scribed in subsection (d) of this section for that type of professional
service to determine the final cost for that particular service.
[(F) Final cost for each professional service under the
direct service provider will be summed to derive a final administra-
tive expense fee for the direct service provider, and cost for the case
management service will be used as the final case management
administrative expense fee. These two final costs will be combined
to determine one total administrative expense fee.]
(f) Reporting requirements. The program director’s full
salary is to be reported on the line item of the cost report
designated for the director.
(g)[(f)] Allowable and unallowable costs.
(1) General. Allowable and unallowable costs are de-
fined to identify expenses which are and are not reasonable and
necessary to provide waiver services to clients by a prudent and
cost-effective operation. Only allowable cost information is used to
compile the reimbursement determination data [rate] base. Cost
reporting by providers should be consistent with generally accepted
accounting principles (GAAP). In cases where DHS cost reporting
rules conflict with GAAP, IRS, or other authorities, DHS rules take
precedence for cost reporting purposes.
(2) Definitions. The following words and terms, when
used in this section, shall have the following meanings, unless the
context clearly indicates otherwise.
(A) Allowable costs. Those expenses that are reason-
able and necessary in the normal conduct of operations relating to
the provision of waiver services.
(i) "Reasonable" refers to the amount expended.
The test of reasonableness is that the amount expended does not
exceed the cost which would be incurred by a prudent business
operator seeking to contain costs.
(ii) "Necessary" refers to the relationship of the
cost to provision of waiver services. To qualify as a necessary
expense, a cost must be one that is usual and customary in the
operation of waiver services and must meet the following require-
ments.
(I) The expenditure was not for personal or
other activity not specifically related to the provision of waiver
services.
(II) The cost does not appear on the list of
specific unallowable costs and is not unallowable under other fede-
ral, state, or local laws or regulations.
(III) The cost bears a significant relationship to
the provision of waiver services. The test of significance is whether
elimination of the expenditure would adversely affect the delivery of
waiver services.
(IV) The expense was incurred in the purchase
of materials, supplies, or services provided directly to the clients or
staff of the program in the conduct of normal business operations.
(iii) Normal conduct of operations relating to
waiver services and the pre-enrollment [initial] assessment process
includes, but is not limited to, the following:
(I) The administrative expense fee covers reim-
bursement for the pre-enrollment [initial] assessment and care
planning services.
(II) Only direct contact with the client is con-
sidered allowable when recording pre-enrollment [initial] assess-
ment and care planning time for each type of professional service.
(III) Only costs associated with the pre-
enrollment [initial] assessment and care planning of those clients
seeking enrollment into the waiver program will be allowed.
(IV) Expenses are not used solely for the pro-
vision of waiver services and the pre-enrollment [initial] assess-
ment. Whenever allowable costs are attributable partially to personal
or other business interests not related to the provision of waiver
services/pre-enrollment [initial] assessment and partially to waiver
services/pre-enrollment [initial] assessment, the latter portion may
be allowed on a pro rata basis if the proportion of use by the waiver
services/pre-enrollment [initial] assessment is well-documented.
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(V) Allowable costs for cost reporting pur-
poses, should result from arms-length transactions involving
unrelated parties. However, in related-party transactions the
allowable cost to the waiver services program are limited to the
lesser of the actual cost to the related party (excluding markups
and profit margins) or the cost to the contracted waiver service
provider. Such allowable cost must not exceed the usual and
customary charges for comparable goods or services in an arms-
length transaction. A related party is a natural person or organi-
zation related to the provider entity by blood/marriage, or
common ownership, or any association which permits either
entity to exert power or influence, either directly or indirectly,
over the other. [Allowable costs must result from arms-length
transactions involving unrelated parties. In related-party transactions,
the allowable cost to the waiver services program is the cost to the
related party. Allowable costs in this regard are limited to the lesser
of the actual purchase price to the related party, or usual and
customary charges for comparable goods or services. A related party
is a natural person or organization related to the provider entity by
blood/marriage, or common ownership, or any association which
permits either entity to exert power or influence, either directly or
indirectly, over the other.]
(B) Unallowable costs. Those expenses that are not
reasonable or necessary for the provision of waiver services and the
pre-enrollment [initial] assessment. Unallowable costs are not in-
cluded in the data base used to determine recommended reimburse-
ments [rates] and fees.
(3) List of Allowable Costs. The following list of allow-
able costs is not comprehensive, but rather serves as a general guide
and identifies certain key expense areas. The absence of a particular
cost does not necessarily mean that it is not an allowable cost.
(A) Compensation of waiver services staff. Compen-
sation will be given only to those staff who provide waiver services
directly to the clients or in support of staff of the waiver services in
the normal conduct of operations relating to the provision of waiver
services. This includes:
(i) Wages and salaries.
(ii) Payroll taxes and insurance. Federal Insurance
Contributions Act (FICA or social security), unemployment compen-
sation insurance, workman’s compensation insurance.
(iii) Employee benefits. Employer-paid health,
life, accident, liability, and disability insurance for employees; con-
tributions to employee retirement fund; and deferred compensation
limited to the dollar amount the employer contributes. The expense:
(I) must represent a clearly enumerated liability
of the employer to individual employees;
(II) must not be incurred as a benefit to em-
ployees who do not provide services directly to the clients or staff of
the waiver services program; and
(III) must not represent any form of profit shar-
ing.
(B) Compensation of staff outside of the waiver pro-
gram who provide services directly to the clients or in support of
staff of the program. Allowable compensation is limited to the pro
rata portion of the actual working time spent on behalf of the
program.
(C) Compensation of outside consultants providing
services directly to the clients or in support of staff of the program.
(D) Materials and supplies. Includes office supplies,
housekeeping supplies, medical, and other supplies.
(E) Utilities. Includes electricity, natural gas, fuel oil,
water, waste water, garbage collection, telephone, and telegraph.
(F) Buildings, equipment, and capital expenses.
Buildings, equipment, and capital used by the waiver provider or in
support of the waiver services staff, and not for personal business. If
these costs are shared with other program operations, the portion of
the costs relating directly to waiver services may be allowed on a
pro rata basis if the proportion of use for waiver services is
documented.
(G) Depreciation and amortization expense. Property
owned by the provider entity and improvements to owned, leased, or
rented property used by the waiver provider that are valued at more
than $500 at the time of purchase must be depreciated or amortized
using the straight line method. The minimum usable lives to be
assigned to common classes of depreciable property are as follows:
(i) buildings: 30 years, with a minimum salvage
value of 10%; and
(ii) transportation equipment used for the transport
of clients, materials and supplies, or staff providing waiver services:
a minimum of three years for passenger automobiles and five years
for light trucks and vans, all with a minimum salvage value of 10%.
(H) Provider-owned property. Property owned by the
provider entity and improvements to property owned, leased, or
rented by the provider that are valued at less than $500 at the time of
purchase may be treated as ordinary expenses.
(I) Rental and lease expense. This includes rental and
lease expenses for buildings, building equipment, transportation
equipment, and other equipment, and related materials, and supplies
used by the waiver provider. Rental or lease expense paid to a
related party is limited to the actual allowable cost incurred by the
related party.
(J) Transportation expense. This includes the cost of
public transportation or mileage claimed at the allowable reimburse-
ment per mile set by the state legislature for state employees.
(K) Interest expense. Interest expense is allowable on
loans for the acquisition of allowable items, subject to:
(i) all of the requirements for allowable costs,
(ii) written evidence of the loan, and
(iii) the provider entity being named as maker or
comaker of the note. Allowable interest is limited to the lesser of the
cost to the related party or the prevailing national average prime
interest rate for the year in which the loan contract was executed.
(L) Tax expense. This includes real and personal
property taxes, motor vehicle registration fees, sales taxes, Texas
corporate franchise taxes, and organization filing fees.
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(M) Insurance expense. This includes facility fire
and casualty, professional liability and malpractice, and transporta-
tion insurance.
(N) Contract waiver services provided by outside
vendors to persons with related conditions.
(O) Business and professional association dues lim-
ited to associations devoted primarily to the issues of related condi-
tions.
(P) Outside training costs. Limited to direct costs
(transportation, meals, lodging, and registration fees) for training
provided to personnel rendering services directly to the clients or
staff of the waiver provider. The training must be directly related to
issues concerning related conditions and located within the continen-
tal United States.
(4) List of unallowable costs. Unallowable costs are
those expenses that are not reasonable or necessary for the provision
of waiver services. Unallowable costs are not included in the reim-
bursement determination data [rate] base used to determine rec-
ommended reimbursements [rates]. The following list is not
intended to be comprehensive, but rather to serve as a general guide
and identify certain key expense areas that are not allowable. The
absence of a particular cost does not necessarily mean that it is an
allowable cost.
(A) compensation in the form of salaries, benefits, or
any form of compensation given to individuals who do not provide
waiver services either directly to clients or in support of staff;
(B) personal expenses not directly related to the pro-
vision of waiver services;
(C) client room and board expenses, except for those
related to respite care;
(D) management fees paid to a related party that are
not derived from the actual cost of materials, supplies, or services
provided directly to the program;
(E) advertising expenses other than those for yellow
pages advertising, advertising for employee recruitment, and adver-
tising to meet any statutory or regulatory requirement;
(F) business expenses not directly related to the pro-
vision of waiver services;
(G) political contributions;
(H) depreciation and amortization of unallowable
costs. This includes amounts in excess of those resulting from the
straight line depreciation method, capitalized lease expenses in
excess of the actual lease payment, and goodwill or any excess
above the actual value of the physical assets at the time of purchase;
(I) trade discounts of all types. Returns, allowances,
and refunds;
(J) donated facilities, materials, supplies, and services
including the values assigned to the services of unpaid workers and
volunteers;
(K) dues to all types of political and social organiza-
tions, and to professional associations not directly and primarily
concerned with the provision of waiver services;
(L) entertainment expenses except those incurred for
entertainment provided to the staff of the waiver provider as an
employee benefit;
(M) Boards of directors’ fees;
(N) fines and penalties for violations of regulations,
statutes, and ordinances of all types;
(O) fund raising and promotional expenses;
(P) expenses incurred in the purchase of goods and
services with revenues from gifts, donations, endowments, and
trusts;
(Q) interest expenses on loans pertaining to unallow-
able items and on that portion of interest paid which is reduced or
offset by interest income;
(R) insurance premiums pertaining to items of unal-
lowable cost;
(S) accrued expenses that are not a legal obligation
of the provider or are not clearly enumerated as to dollar amount.
This includes any form of profit sharing and the accrued liabilities of
deferred compensation plans;
(T) planning and evaluation expenses for the pur-
chase of depreciable assets, except where purchases are actually
made and the assets are put into service in providing waiver ser-
vices;
(U) mileage expense which exceeds the current reim-
bursement rate set by the Texas Legislature for state employee travel
or expenses exceeding actual cost of public transportation;
(V) costs of purchases from a related party which
exceed the original cost to the related party;
(W) out-of-state travel expenses, except for provision
of waiver services that may include training and quality assurance
functions;
(X) legal and other costs associated with litigation
between a provider and state or federal agencies, unless the litigation
is decided in the provider’s favor;
(Y) contributions to self-insurance funds which do
not represent payments based on current liabilities;
(Z) any expense incurred because of imprudent busi-
ness practices;
(AA) expenses which cannot be adequately
documented;
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(BB) expenses not reported according to the instruc-
tions on the cost report;
(CC) expenses not allowable under other pertinent
federal, state, or local laws and regulations; and
(DD) federal, state, and local income taxes and any
expenses related to preparing and filing income tax forms.
§48.9809. Reimbursement Methodology for the Community Living
Assistance and Support Services Waiver Program-a 1915(c) Medic-
aid Home and Community-based Waiver for Persons With Related
Conditions: 1997 and Subsequent Cost Reports.
(a) General requirements. Cost reports pertaining to provid-
ers’ fiscal years ending in calendar year 1997 and subsequent years
will be governed by the information in this section. The Texas
Department of Human Services (DHS) applies the general principles
of cost determination as specified in §20.101 of this title (relating to
Introduction).
(b) General. DHS will reimburse qualified providers for
waiver services provided to Medicaid-eligible persons with related
conditions (waiver services). Additionally, DHS will reimburse qual-
ified Texas Medicaid contracted providers for a pre-enrollment
assessment of potential waiver participants. The pre-enrollment as-
sessment covers care planning for the participant and is reimbursed
by a one-time administrative expense fee which is not included in
the waiver services but will be paid from Medicaid administrative
funds.
(c) Reporting of cost.
(1) Providers must follow the cost reporting guidelines as
specified in §20.105 of this title (relating to General Reporting and
Documentation Requirements, Methods, and Procedures).
(2) All contracted providers must submit a cost report
unless the number of days between the date the first DHS client
received services and the provider’s fiscal year end is 30 days or
fewer.
(3) A provider may be excused from submitting a cost
report if circumstances beyond the control of the provider make cost
report completion impossible, such as the loss of records due to
natural disasters or removal of records from the provider’s custody
by any governmental entity. Requests to be excused from submitting
a cost report must be received by the Rate Analysis Department
before the due date of the cost report.
(d) Waiver reimbursement determination methodology.
(1) Unit of service reimbursement or reimbursement ceil-
ing by unit of service. Reimbursement or reimbursement ceilings for
related-conditions waiver services, habilitation, nursing, physical
therapy, occupational therapy, speech pathology, and psychological
and respite care services will be determined on a fee-for-service
basis. These services are provided under the §1915(c) of the Social
Security Act Medicaid waiver for persons with related conditions.
(2) Monthly reimbursement. The reimbursement for the
related-conditions case management waiver service will be deter-
mined as a monthly reimbursement. This service is provided under
the §1915(c) of the Social Security Act Medicaid waiver for persons
with related conditions.
(3) Reporting and verification of allowable cost.
(A) Providers are responsible for reporting only al-
lowable costs on the cost report, except where cost report instruc-
tions indicate that other costs are to be reported in specific lines or
sections. Only allowable cost information is used to determine
recommended reimbursements. DHS excludes from reimbursement
determination any unallowable expenses included in the cost report
and makes the appropriate adjustments to expenses and other infor-
mation reported by providers; the purpose is to ensure that the
database reflects costs and other information which are necessary for
the provision of services; and are consistent with federal and state
regulations.
(B) Individual cost reports may not be included in the
database used for reimbursement determination if:
(i) there is reasonable doubt as to the accuracy or
allowability of a significant part of the information reported; or
(ii) an auditor determines that reported costs are
not verifiable.
(C) When material pertinent to proposed reimburse-
ments is made available to the public, the material will include the
number of cost reports eliminated from reimbursement determina-
tion for the reason stated in subparagraph (B)(i) of this paragraph.
(4) Reimbursement determination process. Recom-
mended unit of service reimbursements are determined in the fol-
lowing manner.
(A) Unit or service reimbursement for habilitation,
nursing, physical therapy, occupational therapy, speech pathology,
and psychological services are determined in the following manner:
(i) Total allowable costs for each provider will be
determined by analyzing the allowable historical costs reported on
the cost report and other pertinent cost survey information.
(ii) Total allowable costs are reduced by the
amount of administrative expense fee revenues received through a
voucher payment system.
(iii) Each provider’s total allowable costs, exclud-
ing depreciation and mortgage interest, are projected from the histor-
ical cost reporting period to the prospective reimbursement period as
described in §20.108 of this title (relating to Determination of
Inflation Indices).
(iv) Payroll taxes and employee benefits are allo-
cated to each salary line item on the cost report on a pro rata basis
based on the portion of that salary line item to the amount of total
salary expense for the appropriate group of staff. Employee benefits
will be charged to a specific salary line item if the benefits are
reported separately. The allocated payroll taxes are Federal Insur-
ance Contributions Act (FICA) or Social Security, Medicare Contri-
butions, Workers’ Compensation Insurance (WCI), the Federal
Unemployment Tax Act (FUTA), and the Texas Unemployment
Compensation Act (TUCA).
(v) Allowable administrative, facility, and vehicle
costs are allocated or spread to each waiver service cost component
on a pro rata basis based on the portion of each waiver services’
service units reported to the amount of total waiver service units
reported.
(vi) An allowable cost per unit of service is
calculated for each service. The allowable costs per unit of service
are arrayed and weighted by the number of units of service and the
median cost per unit of service is calculated.
(vii) The median cost per unit of service for each
waiver service is multiplied by 1.044.
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(B) Unit of service reimbursement and reimbursement
ceilings for respite care services are determined in the following
manner:
(i) For in-home respite care services, a unit of
service reimbursement is determined using a method based on
modeled projected expenses which are developed using data from
surveys, cost report data from other similar programs or services,
professionals’ experience in delivering similar type services, and
other relevant sources.
(ii) For out-of-home respite care services, a unit
of service reimbursement ceiling is determined using a method
based on modeled projected expenses which are developed using
data from surveys, cost report data from other similar programs or
services, professionals’ experience in delivering similar type ser-
vices, and other relevant sources.
(C) The monthly reimbursement for case management
services is determined in the following manner:
(i) Total allowable costs for each provider will be
determined by analyzing the allowable historical costs reported on
the cost report and other pertinent cost survey information.
(ii) Total allowable costs are reduced by the
amount of administrative expense fee revenues reported.
(iii) Each provider’s total allowable costs, exclud-
ing depreciation and mortgage interest, are projected from the histor-
ical cost reporting period to the prospective reimbursement period as
described in §20. 108 of this title (relating to Determination of
Inflation Indices).
(iv) Payroll taxes and employee benefits are allo-
cated to each salary line item on the cost report on a pro rata basis
based on the portion of that salary line item to the amount of total
salary expense for the appropriate group of staff. Employee benefits
will be charged to a specific salary line item if the benefits are
reported separately. The allocated payroll taxes are Federal Insur-
ance Contributions Act (FICA) or social security, Medicare contri-
butions, Workers’ compensation Insurance (WCI), the Federal
Unemployment Tax Act (FUTA), and the Texas Unemployment
Compensation Act (TUCA).
(v) Each provider’s projected total allowable
costs are divided by the number of monthly units of service to
determine the projected cost per client month of service.
(vi) Each provider’s projected cost per client
month of service is arrayed from low to high and weighted by the
number of units of service and the median cost per client month of
service is calculated.
(vii) The median projected cost per client month
of service is multiplied by 1.044.
(D) DHS also adjusts reimbursement according to
§20.109 of this title (relating to Adjusting Reimbursement When
New Legislation, Regulations, or Economic Factors Affect Costs) if
new legislation, regulations, or economic factors affect costs.
(e) Administrative expense fee determination methodology.
(1) One-time administrative expense fee. Reimbursement
for the pre-enrollment assessment and care planning process re-
quired to determine eligibility for the waiver program will be
provided as a one-time administrative expense fee.
(2) Administrative expense fee determination process.
The recommended administrative expense fee is determined using a
method based on modeled projected expenses which are developed
using data from surveys, cost report data from other similar pro-
grams or services, professionals’ experience in delivering similar
services, and other relevant sources.
(f) Allowable and unallowable costs.
(1) Providers must follow the guidelines in determining
whether a cost is allowable or unallowable as specified in §20.102
and §20.103 of this title (relating to General Principles of Allowable
and Unallowable Costs, and Specifications for Allowable and Unal-
lowable Costs) as well as the following provisions.
(2) Participant room and board expenses are not allow-
able, except for those related to respite care.
(3) The cost of adaptive aids and home modifications are
not allowable. Allowable labor costs associated with acquiring adap-
tive aids and home modifications should be reported in the cost
report. Any item purchased for participants in this program and
reimbursed through a voucher payment system is unallowable. Refer
to §20.103(17)(K) of this title (relating to Specifications for Allow-
able and Unallowable Costs).
(g) Authority to determine reimbursement. The authority to
determine reimbursement is specified in §20.101 of this title (relat-
ing to Introduction).
(h) Reporting revenue. Revenues must be reported on the
cost report in accordance with §20.104 of this title (relating to
Revenues).
(i) Reviews and field audits of cost reports. DHS staff
perform desk reviews or field audits on all contracted providers. The
frequency and nature of the field audit are determined by DHS to
ensure the fiscal integrity of the program. Desk reviews and field
audits will be conducted in accordance with §20.106 of this title
(relating to Basic Objectives and Criteria for Audit and Desk Re-
view of Cost Reports), and providers will be notified of the results
of a desk review or a field audit in accordance with §20.107 of this
title (relating to Notification of Exclusions and Adjustments). Pro-
viders may request an informal review and, if necessary, an adminis-
trative hearing to dispute an action taken by DHS under §20.110 of
this title (relating to Informal Reviews and Formal Appeals).
(j) Reporting requirements. The program director’s full sal-
ary is to be reported on the line item of the cost report designated for
the director.
This agency hereby certifies that the proposal has been reviewed by
legal counsel and found to be within the agency’s authority to adopt.
Issued in Austin, Texas, on May 13, 1996.
TRD-9606622 Glenn Scott
General Counsel, Legal Services
Texas Department of Human Services
Proposed date of adoption: August 19, 1996
For further information, please call: (512) 438-3765
♦ ♦ ♦
• 40 TAC §48.9805
(Editor’s note: The text of the following section proposed for repeal will not
be published. The section may be examined in the offices of the Texas
Department of Human Services or in the Texas Register office, Room 245,
James Earl Rudder Building, 1019 Brazos Street, Austin.)
The repeal is proposed under the Human Resources Code, Title 2,
Chapter 22, which authorizes the department to administer public
assistance programs.
The repeal implements the Human Resources Code, §§22.001-22.030.
§48.9805. Reimbursement Methodology for Congregate and Home-
delivered Meals.
This agency hereby certifies that the proposal has been reviewed by
legal counsel and found to be within the agency’s authority to adopt.
Issued in Austin, Texas, on May 13, 1996.
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General Counsel, Legal Services
Texas Department of Human Services
Proposed date of adoption: August 19, 1996
For further information, please call: (512) 438-3765
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Chapter 50. Day Activity and Health Services
Reimbursement Methodology for Day Activity
and Health Services
• 40 TAC §§50.6901-50.6907
The Texas Department of Human Services (DHS) proposes amend-
ments to §§50.6901-50.6906, and new §50.6907, concerning reim-
bursement methodology for Day Activity and Health Services, in its Day
Activity and Health Services chapter. The purpose of the amendments
and new section is to clarify current reimbursement methodology
practice, incorporate cost report procedural changes, and to establish
cost determination rules that are consistent across programs, provide
explicit guidelines for auditors, provide specific instructions concerning
cost reporting, and provide guidelines in areas such as documentation
and allocation methods.
Also in this issue of the Texas Register, DHS is proposing new Chapter
20 and related policies in Chapters 19, 24, 46, 47, 48, and 52 of this
title.
Burton F. Raiford, commissioner, has determined that for the first five-
year period the sections are in effect there will be no fiscal implications
for state or local government as a result of enforcing or administering
the sections.
Mr. Raiford also has determined that for each year of the first five years
the sections are in effect the public benefit anticipated as a result of
enforcing the sections will be a single set of guidelines to facilitate
financial accountability relating to service delivery and a better under-
standing of the reimbursement methodology due to inclusion of addi-
tional detail. There will be no effect on small businesses. There is no
anticipated economic cost to persons who are required to comply with
the proposed sections.
A public hearing will be held at 1:30 p.m. on June 10, 1996, in the
Texas Department of Human Services Board Room, 701 West 51st
Street, Austin, Texas.
Questions about the content of this proposal may be directed to
Carolyn Pratt at (512) 438-4057 in DHS’s Rate Analysis Department.
Written comments on the proposal may be submitted to Supervisor,
Rules Unit, Media and Policy Services-177, Texas Department of
Human Services E-205, P.O. Box 149030, Austin, Texas 78714-9030,
within 30 days of publication in the Texas Register. Contact Kathy Hall
in Austin at (512) 438-3702, or a local DHS office, for copies of the
proposed rules.
The amendments and new section are proposed under the Human
Resources Code, Title 2, Chapters 22 and 32, which authorizes the
department to administer public and medical assistance programs, and
under Texas Government Code §531. 021, which provides the Health
and Human Services Commission with the authority to administer
federal medical assistance funds.
The amendments and new section implement the Human Resources
Code, §§22. 001-22.030 and §§32.001-32.042.
§50.6901. Introduction. Day [Adult day] activity and health care
facilities provide noninstitutional care to clients residing in the
community through rehabilitative nursing and social services. The
Texas Department of Human Services (DHS) reimburses Day Activ-
ity and Health Services provider agencies for the services they
provide to clients.
§50.6902. Cost Reporting Procedures.
(a) Cost reports pertaining to providers’ fiscal years
ending in calendar year 1994, 1995, or 1996 will be governed by
the information in this section, and the information in §24.101(b)
of this title (relating to General Specifications and Methodology).
In addition, the Texas Department of Human Services (DHS)
applies the general principles of cost determination as specified
in §20.101 of this title (relating to Introduction). Cost reports
pertaining to providers’ fiscal years ending in calendar year
1997 and subsequent years will be governed by the information
in §50.6907 of this title (relating to Reimbursement Methodology
for Day Activity and Health Services: 1997 and Subsequent Cost
Reports).
(b) Provider agencies must submit financial and statistical
information at least annually on cost report forms provided by DHS
[the Texas Department of Human Services (DHS)] or on facsimiles
which are formatted according to DHS specifications and are
preapproved by DHS staff. Providers must complete the cost report
according to the rules and specifications set forth in this section.
[The Texas Board of Human Services determines reimbursement
rates as specified in §24.101 and §24.102 of this title (relating to
General Specifications and Methodology).]
(1) Cost report due date. Provider agencies must submit
cost reports to DHS no later than 90 days following receipt of the
cost report forms.
(2) Extension of due date. DHS may grant extensions of
due dates for good cause. A good cause is defined as one that the
provider agency could not reasonably be expected to control. Pro-
vider agencies must submit requests for extensions in writing to
DHS before the cost report due date. Rate Analysis Department
[Provider Reimbursement Section] staff respond to requests within
ten workdays of receipt.
(3) Reporting period. The provider agency must prepare
the cost report to reflect the activities of the provider agency during
the previous fiscal year. Cost reports may be required for other
periods at the discretion of the department. Should a provider agency
terminate its contract (provider agreement) with the department, a
cost report must be submitted for that period beginning with the first
day not included in a previous cost reporting period and ending with
the effective date of termination of its provider agreement.
(4) Failure to file an acceptable cost report. Failure [If a
provider agency fails] to file a cost report or cost report supplement
according to all applicable rules and instructions constitutes an
administrative contract violation. In the case of an administra-
tive contract violation, procedural guidelines and informal re-
consideration and/or appeal processes are specified in §20.111 of
this title (relating to Administrative Contract Violations).[, the
department may withhold all provider payments until the provider
agency submits an acceptable cost report.]
(5) Accounting requirements. The provider agency must
ensure that financial and statistical information submitted in cost
reports is based upon the accrual method of accounting, except for
governmental institutions operated on the cash method of account-
ing. The provider agency’s treatment of any financial or statistical
item must reflect the application of the generally accepted account-
ing principles (GAAP) approved by the American Institute of Certi-
fied Public Accountants.
(6) Allocation method. If allocation of cost is necessary,
provider agencies must use reasonable methods of allocation. DHS
adjusts allocated costs if the department considers the allocation
method to be unreasonable. The provider agency must retain
workpapers supporting allocations.
(7) Cost report certification. Provider agencies must cer-
tify the accuracy of cost reports submitted to DHS in the format
specified by DHS. Provider agencies may be liable for civil and/or
criminal penalties in the case of misrepresented or falsified informa-
tion.
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(8) Cost report supplements. The department may at
times require additional financial and statistical information other
than the information contained in the cost report.
(9) Reviews and field audits of cost reports. DHS
performs desk reviews or field audits of cost reports of con-
tracted providers. The frequency and nature of the field audit
are determined by DHS to ensure the fiscal integrity of the
program. Desk reviews and field audits will be conducted in
accordance with §20.106 of this title (relating to Basic Objectives
and Criteria for Audit and Desk Review of Cost Reports), and
providers will be notified of the results of a desk review or a
field audit in accordance with §20.107 of this title (relating to
Notification of Exclusions and Adjustments). Providers may
request an informal review and, if necessary, an administrative
hearing to dispute an action taken by DHS under §20.110 of this
title (relating to Informal Reviews and Formal Appeals). [Review
of cost reports. DHS staff review each cost report to ensure that all
financial and statistical information submitted conforms to all appli-
cable rules and instructions. The review of the cost report includes a
desk audit. DHS reviews all cost reports according to the criteria in
§24.201 of this title (relating to Basic Objectives and Criteria for
Desk Review of Cost Reports). If a provider agency fails to com-
plete cost reports according to instructions or rules, the department
returns the cost reports to the provider agency for proper completion.
The department may require information other than that contained in
the cost report to substantiate reported information.]
[(10) On-site audits. The department may perform on-
site audits on all provider agencies that participate in the program.
DHS determines the frequency and nature of audits but ensures that
they are not less than that required by federal regulations related to
the administration of the program.
[(11) Notification of exclusions and adjustments. DHS
notifies providers of exclusions and adjustments to reported ex-
penses made during desk reviews and on-site audits of cost reports
as specified in §24.401 of this title (relating to Notification).
[(12) Access to records. Each provider agency or its
designated agent(s) must allow access to any and all records neces-
sary to verify information submitted to DHS on cost reports. This
requirement includes records pertaining to related-party transactions
and other business activities engaged in by the provider agency. If a
provider agency does not allow inspection of pertinent records
within 30 days following written notice from DHS, a hold is placed
on vendor payments until access to the records is allowed. If the
provider agency continues to deny access to records, the department
may cancel the provider agency’s contract.]
(10)[(13)] Recordkeeping requirements. Provider agen-
cies must maintain records according to the requirements stated in
§69.205 [§69.202] of this title (relating to Contractor’s [Contrac-
tors’] Records). Provider agencies must ensure that records are
accurate and sufficiently detailed to support the financial and statisti-
cal information contained in cost reports.
(11)[(14)] Failure to maintain adequate records. Failure
[If a provider agency fails] to maintain adequate records to support
the financial and statistical information reported in cost reports
constitutes an administrative contract violation. In the case of an
administrative contract violation, procedural guidelines and in-
formal reconsideration and/or appeal processes are specified in
§20. 111 of this title (relating to Administrative Contract Viola-
tions).[, the department allows 90 days for the provider agency to
bring recordkeeping into compliance. If a provider agency fails to
correct deficiencies within 90 days from the date of notification of
the deficiency, the department may cancel the provider agency’s
contract for services.]
§50.6903. Reimbursement Determination.
(a) General requirements. Cost reports pertaining to provid-
ers’ fiscal years ending in calendar year 1994, 1995, or 1996 [1994
or 1995] will be governed by the information in this section, and the
information in §24.101(b) of this title (relating to General Speci-
fications and Methodology). In addition, the Texas Department
of Human Services (DHS) applies the general principles of cost
determination as specified in §20.101 of this title (relating to
Introduction). Cost reports pertaining to providers’ fiscal years
ending in calendar year 1997 and subsequent years will be
governed by the information in §50.6907 of this title (relating to
Reimbursement Methodology for Day Activity and Health Ser-
vices: 1997 and Subsequent Cost Reports).
(b) (No change.)
(c) Reimbursement determination. DHS determines reim-
bursement in the following manner.
(1) (No change.)
[(2) A provider agency may request notification of the
exclusions and adjustments to reported expenses made during either
desk reviews or on-site audits according to §24.401 of this title
(relating to Notification). Providers may request an informal review
and, if necessary, an administrative hearing to dispute an action
taken by DHS under §24.601 of this title (relating to Reviews and
Administrative Hearings).]
(2)[(3) ] DHS staff allocate payroll taxes and employee
benefits to each salary line item on the cost report on a pro rata basis
based on the portion of that salary line item to the amount of total
salary expense. The employee benefits for administrative staff are
allocated directly to the corresponding salaries for those positions.
The allocated payroll taxes are Federal Insurance Contributions Act
(FICA) or Social Security, Workers’ Compensation Insurance
(WCI), Federal Unemployment Tax Act (FUTA), and the Texas
Unemployment Compensation Act (TUCA).
(3) Each provider’s total reported allowable costs,
excluding depreciation and mortgage interest, are projected
from the historical cost-reporting period to the prospective reim-
bursement period as described in §20.108 of this title (relating to
Determination of Inflation Indices). The prospective reimburse-
ment period is the period of time that the reimbursement is
expected to be in effect.
(4) DHS may adjust reimbursement to compensate
for anticipated future changes in the program requirements in
accordance with §20.109 of this title (relating to Adjusting Reim-
bursement When New Legislation, Regulations, or Economic
Factors Affect Costs).
[(4) DHS staff project all allowable expenses for the
period from each provider’s reporting period to the next ensuing
reimbursement period. DHS staff determine reasonable and appro-
priate economic adjusters as described in §24.301 of this title
(relating to Determination of Inflation Indices) to calculate the
projected expenses. Depreciation and mortgage interest expenses are
not projected. DHS staff also adjust reimbursement if new legisla-
tion, regulations, or economic factors affect costs as specified in
§24.501 of this title (relating to Adjusting Rates When New Legisla-
tion, Regulations, or Economic Factors Affect Costs).]
(5) DHS staff combine allowable reported costs into the
following six cost areas.
(A) Salaries and benefits cost area includes the sala-
ries, wages, payroll taxes, and benefits of Day Activity and Health
Services direct service personnel[, excluding dieticians, food serv-
ers, and administrative staff].
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(B)-(F) (No change.)
(6) (No change.)
(d) Authority to determine reimbursement. The author-
ity to determine reimbursement is specified in §20.101 of this
title (relating to Introduction). [Reimbursement determination au-
thority. The Texas Board of Human Services establishes reimburse-
ment using the Medicaid state plan and state rules, the provisions of
which are included in this chapter. Reimbursement is set in an open
meeting after Board consideration of financial and statistical infor-
mation, and public testimony.]
§50.6904. Allowable Cost Information.
(a) General requirements. Cost reports pertaining to
providers’ fiscal years ending in calendar year 1994, 1995, or
1996 will be governed by the information in this section, and the
information in §24.101(b) of this title (relating to General Speci-
fications and Methodology). In addition, the Texas Department
of Human Services (DHS) applies the general principles of cost
determination as specified in §20.101 of this title (relating to
Introduction). Cost reports pertaining to providers’ fiscal years
ending in calendar year 1997 and subsequent years will be
governed by the information in §50.6907 of this title (relating to
Reimbursement Methodology for Day Activity and Health Ser-
vices: 1997 and Subsequent Cost Reports).
(b)[(a)] Factors affecting allowable costs. To be allowable
under this program, costs must be:
(1) necessary and reasonable for the proper and efficient
administration of the program to deliver services for which the
department has contracted;
(2) authorized or not prohibited under state or local laws
or regulations;
(3) consistent with any limitations or exclusions de-
scribed in this section, federal or state laws or other governing
limitations as to types or amounts of cost items:
(4) consistent with policies, regulations, and procedures
that apply uniformly to both the Day Activity and Health Services
Program and other activities of the organization of which the pro-
vider agency is a part;
(5) treated consistently using generally accepted account-
ing principles appropriate to the circumstances;
(6) not allocable to or included as a cost of any other
program in either the current or a prior period; and
(7) the net of all applicable credits.
(c)[(b)] Definition of reasonableness. A cost is reasonable if,
in its nature and amount, it does not exceed that which would be
incurred by an ordinarily prudent person in the conduct of competi-
tive business. In determining the reasonableness of a given cost, the
department considers the following:
(1) whether the cost is of a type generally recognized as
ordinary and necessary for the operation of the business or the
performance under the contract;
(2) the restraints or requirements imposed by generally
accepted sound business practices, arm’s length bargaining, federal
and state laws and regulations, and contract terms and specifications;
and
(3) the action that a prudent person would take in the
circumstances, considering his responsibilities to the public, the
government, his employees, clients, share-holders, or members, and
the fulfillment of the purpose for which the business was organized.
§50.6905. List of Allowable Costs.
(a) Cost reports pertaining to providers’ fiscal years
ending in calendar year 1994, 1995, or 1996 will be governed by
the information in this section, and the information in §24.101(b)
of this title (relating to General Specifications and Methodology).
In addition, the Texas Department of Human Services (DHS)
applies the general principles of cost determination as specified
in §20.101 of this title (relating to Introduction). Cost reports
pertaining to providers’ fiscal years ending in calendar year
1997 and subsequent years will be governed by the information
in §50.6907 of this title (relating to Reimbursement Methodology
for Day Activity and Health Services: 1997 and Subsequent Cost
Reports).
(b) The following list of allowable costs is not comprehen-
sive, but rather serves as a general guide, and serves to clarify
certain key expense areas. The absence of a particular cost does not
necessarily mean that it is not an allowable cost.
(1) Compensation of Day Activity and Health Services
(DAHS) [DAHS] employees. Only those employees who provide
services directly to DAHS [Day Activity and Health Services]
participants, such as the director, social service activities coordina-
tor, registered nurse, vocational nurse, attendant, driver, and food
service personnel receive compensation, which includes:
(A) wages and salaries. This can include deferred
compensation, overtime pay, incentive pay and bonuses or any other
monies subject to withholding taxes and Federal Insurance Contri-
butions Act (FICA) [FICA] deductions.
(B) payroll taxes and insurance. This includes Federal
Insurance Contributions Act (FICA or social security), unemploy-
ment compensation insurance, workmen’s compensation insurance.
(C) employee benefits. This includes employer paid
health and life insurance premiums, disability insurance for employ-
ees, employer contributions to employee retirement accounts, uni-
form/clothing allowances, and meals provided to employees as part
of an employment contract.
(2) Transportation. Expenses must be directly related to
the provision of transportation services for DAHS recipients. These
expenses include the rental, lease, or contract costs of transportation
equipment, depreciation, and operating/maintenance costs. Mileage
is allowable if there is adequate documentation of the mileage and if
the expense was related to delivery of services for which the
department has contracted.
(3) Food and food services. Cost of meals and snacks
must be for participants in the DAHS program only. This includes
food and nonalcoholic beverages, food service supplies, and cooking
utensils expenses.
(4) Medical equipment and supplies. These are allowable
costs if they are related to the services for which the department has
contracted. This may include, but is not limited to, supplies and
equipment considered necessary to perform client assessments, med-
ication administration, and nursing treatment.
(5) Building, equipment and capital expenses.
(A) Depreciation and amortization expense. Property
owned by the provider and improvements to owned, leased, or
rented property valued at more than $500 at the time of purchase
must be depreciated or amortized, using the straight-line method.
(i) Buildings. Allowable depreciation is calcu-
lated by deducting the estimated salvage value from the historical
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cost and dividing the result by the asset’s remaining years of useful
life.
(ii) Building equipment. Allowable items for de-
preciation include air conditioning units, trade fixtures, furnaces,
chairs, tables, beds, building and grounds improvements.
(B) Rental and lease expense. Rental and lease ex-
pense paid to a related party is limited to the lower one of these two
costs: the actual cost to the related party or the actual cost if rented
or purchased elsewhere. This includes buildings, building equip-
ment, and furniture.
(C) Interest expense.
(i) Interest expense is allowable on loans for the
acquisition of allowable items, subject to all of the requirements for
allowable costs and the following:
(I) the loan must be evidenced in writing; and
(II) the loan must be made in the name of the
provider entity as maker or comaker of the note.
(ii) Interest expense on related-party loans is lim-
ited to the lesser of:
(I) the cost to the provider entity, which is the
cost to the related party; or
(II) the prevailing national average prime inter-
est rate during the year in which the loan contract was finalized, as
reported by the U. S. Department of Commerce, Bureau of Eco-
nomic Analysis, in the Survey of current Business and the Business
conditions Digest.
(D) Tax expense. This includes ad valorem, real and
personal property taxes, motor vehicle registration fees, sales taxes,
Texas corporate franchise taxes, and organization filing fees.
(E) Insurance expense. This includes facility fire and
casualty, professional liability and malpractice, and transportation
equipment liability insurance.
(6) Utilities expense. This includes electricity and natural
gas, water, waste water, garbage collection, and telephone.
(7) Materials and supplies. These include office, activi-
ties, and educational supplies.
(8) Training expenses. These are limited to direct costs
for travel, lodging, food, registration fees for personnel who provide
services directly to DAHS recipients. Training must be related
directly to the care of recipients in a DAHS facility.
(9) Contract services provided by outside vendors. This
includes laundry and linen service, janitorial service, plant operation
and maintenance expenses, and professional services such as those
of accountants and attorneys.
§50.6906. Unallowable Costs.
(a) Cost reports pertaining to providers’ fiscal years
ending in calendar year 1994, 1995, or 1996 will be governed by
the information in this section, and the information in §24.101(b)
of this title (relating to General Specifications and Methodology).
In addition, the Texas Department of Human Services (DHS)
applies the general principles of cost determination as specified
in §20.101 of this title (relating to Introduction). Cost reports
pertaining to providers’ fiscal years ending in calendar year
1997 and subsequent years will be governed by the information
in §50.6907 of this title (relating to Reimbursement Methodology
for Day Activity and Health Services: 1997 and Subsequent Cost
Reports).
(b) Unallowable costs are expenses incurred by a provider
agency which are not directly or indirectly related to the provision of
contracted services according to applicable laws, rules, and stan-
dards. A provider agency may expend funds on unallowable cost
items, but those costs must not be included in the cost report and are
not used in calculating a reimbursement [rate] recommendation.
The following list is a general guide to the various unallowable costs
frequently encountered in cost reports submitted by provider agen-
cies and is not intended to be inclusive of all possible unallowable
costs:
(1) advertising expenses other than those for employee
recruitment, yellow page listings no larger than one column width
and one inch length, and advertising to meet statutory or regulatory
requirements;
(2) allowances for bad debts or other similar accounts;
(3) business expenses not related to the provision of
services for which the department has contracted;
(4) contributions to political activities or contributions to
charity;
(5) corporate headquarters expenses that are not directly
involved in providing services or supplies used by the Day Activity
and Health Services agency staff in normal operations related to day
activity and health services;
(6) depreciation expenses other than those based on
straight-line depreciation;
(7) discounts for administrative reasons; courtesy, cash,
trade, and quantity discounts; rebates; or other discounts granted;
(8) dues and membership fees to organizations whose
primary emphasis is not related to the services for which the
department has contracted;
(9) entertainment expenses, except for entertainment
which is reported as an employee benefit;
(10) expenses incurred for services not related to the
provision of services for which the department has contracted;
(11) expenses which are not the legal obligation of the
provider agency;
(12) expenses of donated items, including depreciation
and amortization of the value of the donations;
(13) fees and travel expenses for corporation or associa-
tion board of directors;
(14) partnership or corporation filing fees;
(15) fines and other penalties for violation of statutes or
ordinances; penalties for late payment of taxes, utilities, mortgages,
loans, and other similar penalties;
(16) franchise fees;
(17) fund-raising and promotion expenses; public rela-
tions expenses;
(18) expenses for life insurance premiums where the
beneficiary is the provider organization unless life insurance is a
requirement of a loan agreement and the loan is related to client
care;
(19) interest expenses on loans for assets not related to
the delivery of services for which the department has contracted;
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interest expense must be reduced or offset by interest income except
interest income from funded depreciation accounts or qualified
pension funds;
(20) personal compensation not related to the delivery of
services for which the department has contracted;
(21) personal expenses not related to the delivery of
services for which the department has contracted;
(22) physician’s fees for completion of physician orders;
(23) expenses for the purchase of services, facilities, or
supplies from related organizations or parties if the expenses exceed
the lower of the cost to the related party or organization or the price
of comparable services, facilities, or supplies purchased in an arm’s
length transaction;
(24) rental or lease expense on any item not related to
the delivery of services for which the department has contracted;
(25) tax expense for federal, state, or local income tax;
any tax levied on assets not related to the delivery of services for
which the department has contracted;
(26) values assigned to the services of unpaid workers or
volunteers;
(27) building depreciation expenses based on less than a
30-year life;
(28) contributions to self-insurance funds that do not
represent payment on current liabilities;
(29) expenses that cannot be adequately documented;
(30) forms of compensation that are not clearly enumer-
ated to dollar amount or that represent profit distributions;
(31) insurance premiums pertaining to items of unallow-
able cost; [and]
(32) transportation expenses for vehicles which are not
generally suited to functions related to the provision of services for
which the department has contracted. Mileage expense may be
included at a cost per mile not to exceed the current reimbursement
rate set by the legislature for state employee travel; and [.]
(33) costs for which the provider received federal
funds, other than United States Department of Agriculture
(USDA) funds, which should have been offset.
§50.6907. Reimbursement Methodology for Day Activity and Health
Services: 1997 and Subsequent Cost Reports.
(a) Day Activity and Health Care Services. Day activity and
health care facilities provide noninstitutional care to clients residing
in the community through rehabilitative nursing and social services.
The Texas Department of Human Services (DHS) reimburses Day
Activity and Health Services (DAHS) provider agencies for the
services they provide to clients.
(b) General requirements. For the completion and submittal
of cost reports pertaining to providers’ fiscal years ending in calen-
dar year 1997 and subsequent years, providers must apply the
information in this section. DHS applies the general principles of
cost determination as specified in §20.101 of this title (relating to
Introduction).
(c) Cost-reporting guidelines. Providers must follow the
cost-reporting guidelines as specified in §20.105 of this title (relating
to General Reporting and Documentation Requirements, Methods,
and Procedures).
(d) Exclusion of cost reports.
(1) Providers are responsible for reporting only allow-
able costs on the cost report, except where cost report instructions
indicate that other costs are to be reported in specific lines or
sections. Only allowable cost information is used to determine
recommended reimbursement. DHS excludes from reimbursement
determination any unallowable expenses included in the cost report
and makes the appropriate adjustments to expenses and other infor-
mation reported by providers. The purpose is to ensure that the
database reflects costs and other information which are necessary for
the provision of services and are consistent with federal and state
regulations.
(2) Individual cost reports may not be included in the
database used for reimbursement determination if:
(A) there is reasonable doubt as to the accuracy or
allowability of a significant part of the information reported; or
(B) an auditor determines that reported costs are not
verifiable.
(3) When material pertinent to proposed reimbursements
is made available to the public, the material will include the number
of cost reports eliminated from reimbursement determination for the
reason stated in paragraph (2)(A) of this subsection.
(e) Review of cost reports. DHS staff perform either desk
reviews or field audits of all contracted providers. The frequency
and nature of the field audits are determined by DHS to ensure the
fiscal integrity of the program. Desk reviews and field audits will be
conducted in accordance with §20.106 of this title (relating to Basic
Objectives and Criteria for Audit and Desk Review of Cost Reports),
and providers will be notified of the results of a desk review or a
field audit in accordance with §20.107 of this title (relating to
Notification of Exclusions and Adjustments). Providers may request
an informal and, if necessary, an administrative hearing to dispute an
action taken by DHS under §20.110 of this title (relating to Informal
Reviews and Formal Appeals).
(f) Reimbursement determination. DHS determines reim-
bursement in the following manner.
(1) All contracted providers must submit a cost report
unless the number of days between the date the first DHS client
received services and the provider’s fiscal year end is 30 days or
fewer. The provider may be excused from submitting a cost report if
circumstances beyond the control of the provider make cost-report
completion impossible, such as the loss of records due to natural
disasters or removal of records from the provider’s custody by any
governmental entity. Requests to be excused from submitting a cost
report must be received by the DHS’s Rate Analysis Department
before the due date of the cost report.
(2) DHS staff allocate payroll taxes and employee bene-
fits to each salary line item on the cost report on a pro rata basis
based on the portion of that salary line item to the amount of total
salary expense. The employee benefits for administrative staff are
allocated directly to the corresponding salaries for those positions.
The allocated payroll taxes are Federal Insurance Contributions Act
(FICA) or Social Security, Workers’ Compensation Insurance
(WCI), Federal Unemployment Tax Act (FUTA), and the Texas
Unemployment Compensation Act (TUCA).
(3) DHS staff project all allowable expenses, excluding
depreciation and mortgage interest, for the period from each provid-
er’s reporting period to the next ensuing reimbursement period. DHS
staff determine reasonable and appropriate economic adjusters as
described in §20.108 of this title (relating to Determination of
Inflation Indices) to calculate the projected expenses. DHS staff also
adjust reimbursement if new legislation, regulations, or economic
factors affect costs as specified in §20.109 of this title (relating to
Adjusting Reimbursement When New Legislation, Regulations, or
Economic Factors Affect Costs).
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(4) DHS staff combine allowable reported costs into the
following six cost areas:
(A) Salaries and benefits cost area includes the sala-
ries, wages, payroll taxes, and benefits of Day Activity and Health
Services direct service personnel.
(B) Transportation cost area includes the rental or
lease of transportation equipment and operating costs. The driver’s
salary is not included in this cost area.
(C) Food and food service cost area includes the cost
of meals, related supplies, dieticians, and food servers.
(D) Building, equipment, and capital cost area in-
cludes all building operation expenses.
(E) Utility cost area includes all water, electric, gas,
and telephone expenses.
(F) Direct programmatic expenses cost area includes
the costs of medical and activity supplies, and administration, in-
cluding administrative staff.
(5) Allowable costs are totaled by cost area and then
divided by the total units of service for the reporting period to
determine the cost per unit of service. DHS staff rank from low to
high all provider agencies’ projected costs per unit of service in each
cost area. The median projected unit of service cost from each cost
area is then determined. The median unit of service cost is multi-
plied by 1.044 and the resulting cost area amounts are then totaled to
become the recommended reimbursement.
(6) The reimbursement determination authority is speci-
fied in §20. 101 of this title (relating to Introduction).
(g) Allowable and unallowable costs. Providers must follow
the guidelines specified in §20.102 of this title (relating to General
Principles of Allowable and Unallowable Costs) in determining
whether a cost is allowable or unallowable. Providers must follow
the guidelines for allowable and unallowable costs specified in
§20.103 of this title (relating to Specifications for Allowable and
Unallowable Costs).
(h) DAHS-specific allowable costs. Allowable costs specific
to the DAHS program are certain medical equipment and supplies.
These are allowable costs if they are related to the services for
which DHS has contracted. This may include, but is not limited to,
supplies and equipment considered necessary to perform client as-
sessments, medication administration, and nursing treatment.
(i) DAHS-specific unallowable costs. Unallowable costs
specific to the DAHS program are:
(1) physician’s fees for completion of physician orders;
(2) costs for food and food services which should have
been offset by the United States Department of Agriculture (USDA)
revenue as specified in §20.103(b)(15)(B) of this title (relating to
Specification for Allowable and Unallowable Costs); and
(3) costs for which the provider received federal funds
which should have been offset as specified in §20.103(b)(15)(B) of
this title (relating to Specification for Allowable and Unallowable
Costs).
(j) Reporting revenue. Revenue must be reported on the
cost report according to §20.104 of this title (relating to Revenue).
This agency hereby certifies that the proposal has been reviewed by
legal counsel and found to be within the agency’s authority to adopt.
Issued in Austin, Texas, on May 13, 1996.
TRD-9606627 Glenn Scott
General Counsel, Legal Services
Texas Department of Human Services
Proposed date of adoption: August 19, 1996
For further information, please call: (512) 438-3765
♦ ♦ ♦
Chapter 52. Emergency Response Services
Claims
• 40 TAC §52.502, §52.504
The Texas Department of Human Services (DHS) proposes an amend-
ment to §52.502, concerning reimbursement methodology for Emer-
gency Response Services, and new §52.504, concerning
reimbursement methodology for Emergency Response Services
(ERS): 1997 and subsequent cost reports, in its Emergency Response
Services chapter. The purpose of the amendment and new section is to
clarify current reimbursement methodology practice, incorporate cost
report procedural changes, establish cost determination rules that are
consistent across programs, provide explicit guidelines for auditors,
provide specific instructions concerning cost reporting, and provide
guidelines in areas such as documentation and allocation methods.
Also in this issue of the Texas Register, DHS is proposing new Chapter
20 and related policies in Chapters 19, 24, 46, 47, 48, and 50 of this
title.
Burton F. Raiford, commissioner, has determined that for the first five-
year period the sections are in effect there will be no fiscal implications
for state or local government as a result of enforcing or administering
the sections.
Mr. Raiford also has determined that for each year of the first five years
the sections are in effect the public benefit anticipated as a result of
enforcing the sections will be a better understanding of the reimburse-
ment methodology due to inclusion of additional detail and a single set
of guidelines to facilitate financial accountability relating to service
delivery. There will be no effect on small businesses. There is no
anticipated economic cost to persons who are required to comply with
the proposed sections.
A public hearing will be held at 1:30 p.m. on June 10, 1996, in the
Texas Department of Human Services Board Room, 701 West 51st
Street, Austin, Texas.
Questions about the content of this proposal may be directed to
Carolyn Pratt at (512) 438-4057 in DHS’s Rate Analysis Department.
Written comments on the proposal may be submitted to Supervisor,
Rules Unit, Media and Policy Services-177, Texas Department
ofServices E-205, P.O. Box 149030, Austin, Texas 78714-9030, within
30 days of publication in the Texas Register. Contact Kathy Hall in
Austin at (512) 438-3702, or a local DHS office, for copies of the
proposed rules.
The amendment and new section are proposed under the Human
Resources Code, Title 2, Chapter 22, which authorizes the department
to administer public assistance programs.
The amendment and new section implement the Human Resources
Code, §§22. 001-22.030.
§52.502. Reimbursement Methodology for Emergency Response Ser-
vices.
(a) General requirements. Cost reports pertaining to
providers’ fiscal years ending in calendar year 1994, 1995, or
1996 will be governed by the information in this section, and the
information in §24.101(b) of this title (relating to General Speci-
fications and Methodology). In addition, the Texas Department
of Human Services (DHS) applies the general principles of cost
determination as specified in §20.101 of this title (relating to
Introduction). Cost reports pertaining to providers’ fiscal years
ending in calendar year 1997 and subsequent years will be
21 TexReg 4602 May 24, 1996 Texas Register ♦
governed by the information in §52.504 of this title (relating to
Reimbursement Methodology for Emergency Response Services:
1997 and Subsequent Cost Reports).
(b) [(a)] Cost reporting.
(1) Content of cost report. Each provider agency must
submit financial and statistical information at least annually in a cost
report prescribed by DHS the Texas Department of Human Services
(DHS)].
(2) Cost report due date. The provider agency must
submit the cost report no later than 90 days after receiving the cost
report forms. An extension of the due date may be granted for good
cause (when conditions are outside the provider agency’s control).
The provider agency must submit a written request to extend the due
date.
(3) Reporting period. The provider agency must prepare
the cost report to reflect its activities during the previous fiscal year.
At DHS’s discretion, cost reports may be required for other periods.
(4) Failure to file an acceptable cost report. Failure to
file a cost report according to all applicable rules and instructions
constitutes an administrative contract violation. In the case of an
administrative contract violation, procedural guidelines and in-
formal reconsideration and/or appeal processes are specified in
§20.111 of this title (relating to Administrative Contract Viola-
tions). [may result in DHS withholding all provider agency pay-
ments until the provider agency submits an acceptable report.]
(5) Accounting requirements. The provider agency must
ensure that financial and statistical data submitted in cost reports are
based upon the accrual method of accounting, except for govern-
mental institutions operated on the cash method of accounting. The
treatment given any financial or statistical item must reflect the
application of the generally accepted accounting principles (GAAP)
approved by the American Institute of Certified Public Accountants.
(6) Reviews and field audits of cost reports. DHS
performs desk reviews or field audits of cost reports of con-
tracted providers. The frequency and nature of the field audits
are determined by DHS to ensure the fiscal integrity of the
program. Desk reviews and field audits will be conducted in
accordance with §20.106 of this title (relating to Basic Objectives
and Criteria for Audit and Desk Review of Cost Reports), and
providers will be notified of the results of a desk review or a
field audit in accordance with §20.107 of this title (relating to
Notification of Exclusions and Adjustments). Providers may
request an informal review and, if necessary, an administrative
hearing to dispute an action taken by DHS under §20.110 of this
title (relating to Informal Reviews and Formal Appeals). [Finan-
cial audits. Desk audits and on-site audits are performed periodically
on all provider agencies participating in the program. The frequency
and nature of the audits are determined by DHS but are not less than
that required by federal regulations relating to the administration of
the program. Failure to allow DHS to perform an audit in sufficient
detail to verify reported information may result in the provider
agency payments being withheld.]
(7) Recordkeeping requirements. Records must be main-
tained according to the requirements in §69.205 [§69.202] of this
title (relating to Contractor’s [Contractors’] Records).
(8) Failure to maintain records. Failure to maintain [A
provider agency that is not maintaining] adequate records to support
the financial and statistical information reported in cost reports
constitutes an administrative contract violation. In the case of an
administrative contract violation, procedural guidelines and in-
formal reconsideration and/or appeal processes are specified in
§20.111 of this title (relating to Administrative Contract Viola-
tions). [has 90 days to bring recordkeeping into compliance. Failure
to correct deficiencies within 90 days from the date the provider
agency is notified of deficiency may result in the contract being
cancelled.]
[(9) Amended Cost Report Due Dates. All contracted
providers must submit cost reports to DHS in a manner prescribed
by DHS. DHS accepts amended cost reports submitted on the
request of the provider until 180 days after the due date of the cost
report. Since this is a prospective reimbursement system without a
provision for reconciliation, amended cost reports filed after this
date have no effect on the rate and are not accepted.
[(10) Cost of Out-of-state Audits. Whenever possible,
the records necessary to verify information submitted to DHS on
Medicaid cost reports, including related-party transactions and other
business activities engaged in by the provider, must be accessible to
DHS audit staff in the state of Texas. When records are not available
to DHS audit staff within the state, the provider must pay the costs
for DHS staff to travel and review the records out-of-state. If a
provider fails to reimburse DHS for these costs within 30 days of the
request for payment, DHS may request a hold be placed on the
vendor payments until the costs are paid in full.]
[(b) Reimbursement rate ceiling determination.
[(1) The reimbursement rate ceiling is determined on a
per-month basis. The ceiling applies to all provider agencies uni-
formly, regardless of geographic location or other factors.
[(2) The reimbursement rate ceiling is determined by the
analysis of financial and statistical data submitted by provider
agencies on cost reports and, as deemed appropriate, a market
survey analysis of emergency response equipment suppliers.
[(3) The rate ceiling determination process recasts re-
ported expense data in a consistent manner to determine per-month
allowed costs. Reported expenses are combined into three cost areas-
responder, program operations, and facility.
[(4) Allowable expenses are projected from the provider
agency’s reporting period to the next ensuing rate period. Economic
inflators or adjusters determined reasonable and appropriate by DHS
are used to calculate a prospective expense.
[(5) The Texas Board of Human Services is responsible
for approving the reimbursement rate ceiling.]
(c) Reimbursement ceiling determination.
(1) Reimbursement ceiling. The reimbursement ceil-
ing is determined for a per-month unit of service. The ceiling
applies to all provider agencies uniformly, regardless of geo-
graphic location or other factors.
(2) Excused from submission of cost reports. All con-
tracted providers must submit a cost report unless the number
of days between the date the first DHS client received services
and the provider’s fiscal year end is 30 days or fewer. The
provider may be excused from submitting a cost report if cir-
cumstances beyond the control of the provider make cost report
completion impossible, such as the loss of records due to natural
disasters or removal of records from the provider’s custody by
any governmental entity. Requests to be excused from submit-
ting a cost report must be received by DHS’s Rate Analysis
Department before the due date of the cost report.
(3) Exclusion of cost reports.
(A) Providers are responsible for reporting only
allowable costs on the cost report, except where cost report
instructions indicate that other costs are to be reported in
specific lines or sections. Only allowable cost information is used
to determine recommended reimbursement. DHS excludes from
reimbursement determination any unallowable expenses in-
cluded in the cost report and makes the appropriate adjustments
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to expenses and other information reported by providers. The
purpose is to ensure that the data base reflects costs and other
information which are necessary for the provision of services
and are consistent with federal and state regulations.
(B) Individual cost reports may not be included in
the data base used for reimbursement determination if:
(i) there is a reasonable doubt as to the accu-
racy or allowability of a significant part of the information
reported; or
(ii) an auditor determines that reported costs
are not verifiable.
(C) When material pertinent to proposed reim-
bursements is made available to the public, the material will
include the number of cost reports eliminated from reimburse-
ment determination for the reason stated in subparagraph (B)(i)
of this paragraph.
(4) Recommended reimbursement ceiling. DHS deter-
mines a recommended reimbursement ceiling in the following
manner. The reimbursement ceiling is determined by the analy-
sis of financial and statistical data submitted by provider agen-
cies on cost reports and, as deemed appropriate, a market
survey analysis of emergency response equipment suppliers.
(A) DHS allocates payroll taxes and employee ben-
efits to each salary line item on the cost report on a pro rata
basis based on the portion of that salary line item to the amount
of total salary expense. The employee benefits for administrative
staff are allocated directly to the corresponding salaries for
those positions. The allocated payroll taxes are Federal Insur-
ance Contributions Act (FICA) or social security, Workers’
Compensation Insurance (WCI), the Federal Unemployment
Tax Act, and Texas Unemployment Compensation Act.
(B) Each provider’s total reported allowable costs,
excluding depreciation and mortgage interest, are projected
from the historical cost-reporting period to the prospective reim-
bursement period as described in §20.108 of this title (relating to
Determination of Inflation Indices). The prospective reimburse-
ment period is the period of time that the reimbursement is
expected to be in effect.
(C) Allowable reported expenses are combined
into three cost areas: responder, program operations, and facil-
ity. To determine the projected cost per unit of service a con-
tracted provider’s projected expenses in each cost area are
divided by its total units of service for the reporting period.
(D) The contracted providers’ projected costs per
unit of service are ranked from low to high in each cost area,
with corresponding units of service.
(E) The 80th percentile cost, weighted by units of
service, is determined for each cost area. The recommended
reimbursement ceiling is the sum of the 80th percentile costs of
the three cost areas.
(F) DHS may adjust reimbursement to compensate
for anticipated future changes in the program requirements in
accordance with §20.109 of this title (relating to Adjusting Reim-
bursement When New Legislation, Regulations, or Economic
Factors Affect Costs).
(G) The authority to determine the reimbursement
ceiling is specified in §20.101 of this title (relating to Introduc-
tion).
[(c) Contract-specific unit rate. The actual rates for each
contract are negotiated between DHS staff and the provider agency.
The contract-specific unit rate DHS pays the provider agency is the
full cost for emergency response services. The provider agency must
not bill the client for any additional charges.]
(d) Contract-specific unit reimbursement. The actual re-
imbursement for each contract is negotiated between DHS staff
and the provider agency. The contract-specific reimbursement
DHS pays the provider agency is the full cost for emergency
response services. The provider agency must not bill the client
for any additional charges. In no instance may the negotiated
unit reimbursement exceed the per-month reimbursement ceil-
ing.
(e)[(d)] Factors affecting allowable costs. To be allowable
under this program, the provider agency must ensure that costs are:
(1) necessary and reasonable for the proper and efficient
administration of a program to deliver services for which the depart-
ment has contracted;
(2) authorized or not prohibited under state or local laws
or regulations;
(3) consistent with any limitations or exclusions de-
scribed in this section, federal or state laws, or other governing
limitations on types or amounts of cost items;
(4) consistent with policies, regulations, and procedures
that apply uniformly to both the Emergency Response Services
Program and other activities of the organization of which the pro-
vider agency is part;
(5) subject to consistent treatment using generally ac-
cepted accounting principles appropriate to the circumstances;
(6) not allocable to or included as a cost of any other
program in either the current or a prior period; and
(7) the net of all applicable credits.
(f)[(e)] Definition of reasonableness. A cost is reasonable
if, in its nature and amount, it does not exceed the cost that would be
incurred by an ordinarily prudent person conducting competitive
business. In determining the reasonableness of a given cost, the
department considers the following:
(1) whether the cost is of a type generally recognized as
ordinary and necessary for the operation of the business or its
performance under the contract;
(2) the restraints or requirements imposed by generally
accepted sound business practices, arm’s length bargaining, federal
and state laws and regulations, and contract terms and specifications;
and
(3) the action that a prudent person would take in the
circumstances, considering his responsibilities to the public, the
government, his employees, clients, shareholders, or members, and
the fulfillment of the purpose for which the business was organized.
(g)[(f)] Unallowable costs. Unallowable costs are expenses
the provider agencies incurred that are not directly or indirectly
related to providing contracted services according to applicable laws,
rules, and standards. The following list of expenses is not inclusive
but rather a guide to the various unallowable costs frequently seen in
cost reports:
(1) advertising expenses, except advertising for em-
ployee recruitment and advertising to meet statutory or regulatory
requirements;
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(2) allowances for bad debts or other uncommon ac-
counts;
(3) business expenses from business operations not re-
lated to providing services for which DHS has contracted;
(4) contributions to political activities or to charity;
(5) discounts for administrative reasons; courtesy, cash,
trade, and quantity discounts; rebates; or other discounts;
(6) dues and membership fees;
(7) entertainment expenses, except for entertainment that
is reported as an employee benefit;
(8) expenses incurred for services not related to provid-
ing services contracted for by DHS;
(9) expenses for purchasing goods and services from
revenues received from restricted or unrestricted gifts, donations,
endowments, and trusts;
(10) expenses that are not the provider agency’s legal
obligation;
(11) expenses of donated items, including depreciation
and amortization of the value of the donations;
(12) fees for corporation or association board of direc-
tors, partnership, or corporation filing fees;
(13) fines and other penalties for violating statutes or
ordinances and penalties for late payment of taxes, utilities, mort-
gages, and other similar penalties;
(14) fund-raising, promotion expenses, and public rela-
tions expenses;
(15) insurance expenses for life insurance premiums if
the beneficiary is the provider agency, and for insurance on assets
not related to delivering services for which DHS has contracted;
(16) interest expense on loans for assets not related to
delivering of services for which DHS has contracted (interest ex-
penses must be reduced or offset by interest income except interest
income from funded depreciation accounts or qualified pension
funds);
(17) personal compensation to persons not providing ser-
vices contributory to delivering services for which DHS has con-
tracted;
(18) personal expenses not related to delivering services
for which DHS has contracted;
(19) expenses for purchasing services, facilities, or sup-
plies from related organizations or parties that exceed the lower of
the cost to the related party or organization or the price of compara-
ble services, facilities, or supplies purchased in an arm’s length
transaction;
(20) rental or lease expense on any item not related to
delivering services for which DHS has contracted;
(21) tax expenses for federal, state, or local income tax,
and any tax levied on assets not related to delivering services for
which DHS has contracted;
(22) transportation expenses for vehicles not generally
suited to functions related to delivering services for which DHS has
contracted. Mileage can be included at a cost per mile not to exceed
the current reimbursement rate set by the legislature for state em-
ployees travel. Mileage is allowable if documentation is adequate
and if the expense incurred was related to delivering services for
which DHS has contracted; and
(23) the expense of base station equipment at the re-
sponse center.
§52.504. Reimbursement Methodology for Emergency Response Ser-
vices (ERS): 1997 and Subsequent Cost Reports.
(a) General requirements. For the completion and submittal
of cost reports pertaining to providers’ fiscal years ending in calen-
dar year 1997 and subsequent years, providers must apply the
information in this section. The Texas Department of Human Ser-
vices (DHS) applies the general principles of cost determination as
specified in §20.101 of this title (relating to Introduction).
(b) General reporting guidelines. Providers must follow the
cost-reporting guidelines as specified in §20.105 of this title (relating
to General Reporting and Documentation Requirements, Methods,
and Procedures).
(c) Reimbursement ceiling determination.
(1) Reimbursement ceiling. The reimbursement ceiling is
determined for a per-month unit of service. The ceiling applies to all
provider agencies uniformly, regardless of geographic location or
other factors.
(2) Excused from submission of cost reports. All con-
tracted providers must submit a cost report unless the number of
days between the date the first DHS client received services and the
provider’s fiscal year end is 30 days or fewer. The provider may be
excused from submitting a cost report if circumstances beyond the
control of the provider make cost report completion impossible, such
as the loss of records due to natural disasters or removal of records
from the provider’s custody by any governmental entity. Requests to
be excused from submitting a cost report must be received by DHS’s
Rate Analysis Department before the due date of the cost report.
(3) Exclusion of cost reports.
(A) Providers are responsible for reporting only al-
lowable costs on the cost report, except where cost report instruc-
tions indicate that other costs are to be reported in specific lines or
sections. Only allowable cost information is used to determine
recommended reimbursement. DHS excludes from reimbursement
determination any unallowable expenses included in the cost report
and makes the appropriate adjustments to expenses and other infor-
mation reported by providers. The purpose is to ensure that the data
base reflects costs and other information which are necessary for the
provision of services and are consistent with federal and state
regulations.
(B) Individual cost reports may not be included in the
data base used for reimbursement determination if:
(i) there is a reasonable doubt as to the accuracy
or allowability of a significant part of the information reported; or
(ii) an auditor determines that reported costs are
not verifiable.
(C) When material pertinent to proposed reimburse-
ments is made available to the public, the material will include the
number of cost reports eliminated from reimbursement determina-
tion for the reason stated in subparagraph (B)(i) of this paragraph.
(4) Recommended reimbursement ceiling. DHS deter-
mines a recommended reimbursement ceiling in the following man-
ner. The reimbursement ceiling is determined by the analysis of
financial and statistical data submitted by provider agencies on cost
reports and, as deemed appropriate, a market survey analysis of
emergency response equipment suppliers.
(A) DHS allocates payroll taxes and employee bene-
fits to each salary line item on the cost report on a pro rata basis
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based on the portion of that salary line item to the amount of total
salary expense. The employee benefits for administrative staff are
allocated directly to the corresponding salaries for those positions.
The allocated payroll taxes are Federal Insurance Contributions Act
(FICA) or social security, Workers’ Compensation Insurance (WCI),
the Federal Unemployment Tax Act, and Texas Unemployment
Compensation Act.
(B) Allowable expenses, excluding depreciation and
mortgage interest, are projected from the provider agency’s reporting
period to the next ensuing reimbursement period. DHS determines
reasonable and appropriate economic inflators or adjusters as de-
scribed in §20.108 of this title (relating to Determination of Inflation
Indices) to calculate a prospective expense. DHS also adjusts reim-
bursement if new legislation, regulations, or economic factors affect
costs as specified in §20.109 of this title (relating to Adjusting
Reimbursement When New Legislation, Regulations, or Economic
Factors Affect Costs).
(C) Allowable reported expenses are combined into
three cost areas: responder, program operations, and facility. To
determine the projected cost per unit of service, a contracted provid-
er’s projected expenses in each cost area are divided by its total
units of service for the reporting period.
(D) The contracted providers’ projected costs per
unit of service are ranked from low to high in each cost area, with
corresponding units of service.
(E) The 80th percentile cost, weighted by units of
service, is determined for each cost area. The recommended reim-
bursement ceiling is the sum of the 80th percentile costs of the three
cost areas.
(F) The reimbursement determination authority for
this reimbursement ceiling is specified in §20.101 of this title
(relating to Introduction).
(d) Contract-specific unit reimbursement. The actual reim-
bursement for each contract is negotiated between DHS staff and the
provider agency. The contract-specific reimbursement DHS pays the
provider agency is the full cost for emergency response services.
The provider agency must not bill the client for any additional
charges. In no instance may the negotiated unit reimbursement
exceed the per-month reimbursement ceiling.
(e) Reviews and field audits of cost reports. DHS staff
perform either desk reviews or field audits on all contracted provid-
ers. The frequency and nature of the field audits are determined by
DHS staff to ensure the fiscal integrity of the program. Desk reviews
and field audits will be conducted in accordance with §20.106 of this
title (relating to Basic Objectives and Criteria for Audit and Desk
Review of Cost Reports), and providers will be notified of the
results of a desk review or a field audit in accordance with §20.107
of this title (relating to Notification of Exclusions and Adjustments).
Providers may request an informal and, if necessary, an administra-
tive hearing to dispute an action taken by DHS under §20.110 of this
title (relating to Informal Reviews and Formal Appeals).
(f) Factors affecting allowable costs. In determining whether
a cost is allowable or unallowable, providers must follow the
guidelines specified in §20.102 of this title (relating to General
Principles of Allowable and Unallowable Costs). Providers must
follow the guidelines for allowable and unallowable costs as speci-
fied in §20.103 of this title (relating to Specifications for Allowable
and Unallowable Costs) and follow the guidelines for unallowable
costs specific to the ERS program as specified in subsection (g) of
this section.
(g) Unallowable cost. The unallowable cost specific to the
ERS program is the expense of base station equipment at the
response center.
(h) Reporting revenue. Revenue must be reported on the
cost report according to §20.104 of this title (relating to Revenue).
This agency hereby certifies that the proposal has been reviewed by
legal counsel and found to be within the agency’s authority to adopt.
Issued in Austin, Texas, on May 13, 1996.
TRD-9606628 Glenn Scott
General Counsel, Legal Services
Texas Department of Human Services
Proposed date of adoption: August 19, 1996
For further information, please call: (512) 438-3765
♦ ♦ ♦
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WITHDRAWNRULES
An agency may withdraw a proposed action or the remaining effectiveness of an emergency action by filing
a notice of withdrawal with the Texas Register. The notice is effective immediately upon filling or 20 days
after filing as specified by the agency withdrawing the action. If a proposal is not adopted or withdrawn
within six months of the date of publication in the Texas Register, it will automatically be withdrawn by
the office of the Texas Register and a notice of the withdrawal will appear in the Texas Register.
TITLE 16. ECONOMIC REGULATION
Part VI. Texas Motor Vehicle
Commission
Chapter 101. Practice and Procedure
• 16 TAC §101.63
The Texas Motor Vehicle Commission has withdrawn from consider-
ation for permanent adoption the proposed amendment to §101.63
which appeared in the February 13, 1996, issue of the Texas Register
(21 TexReg 1019).
Issued in Austin, Texas, on May 15, 1996.
TRD-9606704 Brett Bray
Director, Motor Vehicle Division
Texas Motor Vehicle Commission
Effective date: May 15, 1996
For further information, please call: (512) 463-8630
♦ ♦ ♦
TITLE 25. HEALTH SERVICES
Part II. Texas Department of Mental
Health and Mental Retardation
Chapter 405. Client (Patient) Care
Subchapter Y. Rights of Mentally Retarded Per-
sons
• 25 TAC §§405.621-405.629
The Texas Department of Mental Health and Mental Retardation has
withdrawn from consideration for permanent adoption the proposed
repeal to §§405.621-405.629 which appeared in the April 23, 1996,
issue of the Texas Register (21 TexReg 3501).
Issued in Austin, Texas, on May 14, 1996.
TRD-9606659 Ann Utley
Chair, Texas Mental Health and Mental Retardation
Board
Texas Department of Mental Health and Mental
Retardation
Effective date: May 14, 1996
For further information, please call: (512) 206-4516
♦ ♦ ♦
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ADOPTEDRULES
An agency may take final action on a section 30 days after a proposal has been published in the Texas
Register. The section becomes effective 20 days after the agency files the correct document with the Texas
Register, unless a later date is specified or unless a federal statute or regulation requires implementation
of the action on shorter notice.
If an agency adopts the section without any changes to the proposed text, only the preamble of the notice
and statement of legal authority will be published. If an agency adopts the section with changes to the
proposed text, the proposal will be republished with the changes.
TITLE 16. ECONOMIC REGULATION
Part I. Railroad Commission of Texas
Chapter 9. Liquefied Petroleum Gas Division
The Railroad Commission of Texas adopts amendments to §§9.2,
9.953-9. 956, relating to definitions; specifications for approved low
pressure piping materials; corrosion protection; piping layout; and join-
ing methods, without changes to the versions published in the March
22, 1996, Texas Register (21 TexReg 2353). The commission adopts
these actions to allow the use of corrugated stainless steel tubing
(CSST) for LP-gas vapor service inside a building. CSST is recognized
and accepted by the National Fire Protection Association (in NFPA
Pamphlet 54, National Fuel Gas Code), the Southern Building Code
Congress International, the Council of American Building Officials, the
American and Canadian Gas Associations, and other building codes.
Its flexibility means it will bend instead of break when a building settles
over time or is subject to earthquakes or high winds. Its flexibility also
means fewer joints are used during installation, which decreases the
potential for leaks.
Adopted amendments in §9.2 include a new definition for CSST and
amendment of the definition for low pressure piping. Section 9.953
describes the types of material that may be used in low pressure piping
and lists the standards to which the material must conform. The
adopted amendment in new subsection (a)(1)(D) adds the specifica-
tions for CSST.
Section 9.954 and §9.955 describe the protection against corrosion
which must be used when piping is installed underground and the
locations inside a building where piping may be installed. The adopted
amendments state that CSST shall be installed underground only as
specified by the manufacturer and shall be protected in a manner
specified by the manufacturer.
Section 9.956 specifies joining methods that must be used. Adopted
amendments to §9.956 include a new subsection (d), which states that
CSST shall only be joined by methods approved by ANSI/AGA LC-1,
Interior Fuel Gas Piping Systems Using Corrugated Stainless Steel
Tubing. Subsection (f) also has a new sentence requiring licensees to
keep written proof of any certifications for CSST installation and repair.
Only one comment was received, which was in favor of the proposed
amendments. No comments were received from any groups or associ-
ations.
Subchapter A. General Applicability and Re-
quirements
• 16 TAC §9.2
The amendment is adopted under the Texas Natural Resources Code,
§113. 051, which authorizes the commission to adopt rules relating to
any and all aspects or phases of the LP-gas industry that will protect or
tend to protect the health, welfare, and safety of the general public.
Texas Natural Resources Code, §113.051 is affected by this amend-
ment.
This agency hereby certifies that the adoption has been reviewed by
legal counsel and found to be a valid exercise of the agency’s legal
authority.
Issued in Austin, Texas, on May 14, 1996.
TRD-9606683 Mary Ross McDonald
Assistant Director, Office of General Counsel, Gas
Services Section
Railroad Commission of Texas
Effective date: June 4, 1996
Proposal publication date: March 22, 1996
For further information, please call: (512) 463-7008
♦ ♦ ♦
Subchapter L. LP-Gas Piping and Piping Sys-
tems
• 16 TAC §§9.953-9.956
The amendments are adopted under the Texas Natural Resources
Code, §113. 051, which authorizes the commission to adopt rules
relating to any and all aspects or phases of the LP-gas industry that will
protect or tend to protect the health, welfare, and safety of the general
public.
Texas Natural Resources Code, §113.051 is affected by these amend-
ments.
This agency hereby certifies that the adoption has been reviewed by
legal counsel and found to be a valid exercise of the agency’s legal
authority.
Issued in Austin, Texas, on May 14, 1996.
TRD-9606684 Mary Ross McDonald
Assistant Director, Office of General Counsel, Gas
Services Section
Railroad Commission of Texas
Effective date: June 4, 1996
Proposal publication date: March 22, 1996
For further information, please call: (512) 463-7008
♦ ♦ ♦
TITLE 19. EDUCATION
Part II. Texas Education Agency
Chapter 33. Statement of Investment Objectives,
Policies, and Guidelines of the Texas
Permanent School Fund
• 19 TAC §§33.5, 33.10, 33.40, 33.45, 33.60
(Editor’s Note: The following adopted rules were originally published in the
May 7, 1996 issue of the Texas Register. The preamble indicated that they
were being adopted without changes. However, the sections did contain some
changes from the proposal. The text to those rules are being printed in this
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issue. These adopted rules are effective September 1, 1996. Also, there is a
correction of error on these adopted rules being published in the In Addition
Section of this issue.)
§33.5. Code of Ethics.
(a) Fiduciary responsibility. The members of the State
Board of Education (SBOE) serve as fiduciaries of the Texas
Permanent School Fund (PSF) and are responsible for prudently
investing its assets. The SBOE members or anyone acting on their
behalf shall comply with the provisions of this section, the Texas
Constitution, Texas statutes, and all other applicable provisions
governing the responsibilities of a fiduciary.
(b) Compliance with constitution and code of ethics. The
SBOE members are public officials governed by the provisions of
the Texas Government Ethics Act, as stated in the Texas Govern-
ment Code, Chapter 572, and the standards of conduct and conflict
of interest procedures of the Texas Education Agency (TEA).
(c) Persons affected by this section. A reference to an SBOE
member includes the SBOE member and each member of his or her
immediate family (spouse or children), members of a firm with
which they are associated, or individuals with whom they have a
financial association.
(d) Assets affected by this section. The provisions of this
section apply to all PSF assets, both publicly and nonpublicly traded
investments.
(e) Disclosure. An SBOE member shall not participate in a
discussion or vote on a matter in which the member has direct or
indirect financial interest. In addition, an SBOE member shall fully
disclose any substantial interest, as defined in the Texas Government
Code, Chapter 572, in any publicly or nonpublicly traded PSF
investment.
(f) Prohibitions against direct placement. For purposes of
this chapter, the term "direct placement" (with respect to investments
that are not publicly traded) is defined as a direct sale of securities,
generally to institutional investors, without the use of underwriters.
No SBOE member shall:
(1) have a financial interest in a direct placement invest-
ment of the PSF;
(2) serve as an officer, director, or employee of an entity
in which a direct placement investment is made by the PSF;
(3) serve as a consultant to, or receive any fee, commis-
sion or payment from, an entity in which a direct placement invest-
ment is made by the PSF;
(4) act as a representative or agent of a third party in
dealing with a PSF manager or consultant; or
(5) be employed for two years after the end of his or her
term on the SBOE with an organization in which the PSF invested,
unless the organization’s stock or other evidence of ownership is
traded on the public stock or bond exchanges.
(g) Solicitation of support. In addition to the prohibitions
specified in subsections (a)-(f) of this section, no SBOE member
shall solicit support on behalf of another political candidate from a
PSF manager, consultant, or staff member. The manager, consultant,
or staff member shall report any such incident in writing to the
commissioner of education for distribution to all SBOE members.
(h) Responsibilities of investment managers and consultants.
Each investment manager retained by the PSF shall be notified in
writing of the code of ethics contained in this section and the related
conflict of interest laws of Texas. Any future investment shall
strictly conform to this code of ethics. The manager or consultant
shall report in writing any suggestion or offer by an SBOE member
to deviate from the provisions of this section to the commissioner of
education for distribution to all SBOE members. An investment
manager, consultant, or other person retained in a fiduciary capacity
must comply with the provisions of this section.
(i) Hiring external professionals. The SBOE may contract
with private professional investment managers to help make PSF
investments. The SBOE has the authority and responsibility to hire
other external professionals, including custodians or consultants. The
SBOE shall comply with the provisions of the Texas Government
Act, as stated in the Texas Government Code, Chapter 572, and the
standards of conduct and conflict of interest procedures of the TEA
when hiring an external professional. The SBOE shall select each
professional based solely on merit and subject to the provisions of
§33.55 of this title (relating to Standards for Selecting Consultants,
Investment Managers, Custodians, and Other Professionals To Pro-
vide Outside Expertise for the Texas Permanent School Fund).
§33.10. Purposes of Texas Permanent School Fund Assets and the
Statement of Investment Policy.
(a) The purpose of the Texas Permanent School Fund (PSF),
as defined by the Texas Constitution, shall be to support and
maintain an efficient system of public free schools. The State Board
of Education (SBOE) views the PSF as a perpetual institution.
Consistent with its perpetual nature, the PSF shall be an endowment
fund with a long-term investment horizon. The SBOE shall strive to
manage the PSF consistently with respect to the following: generat-
ing income for the benefit of the public free schools of Texas, the
growth of the corpus of the PSF, protecting capital, and balancing
the needs of present and future generations of Texas school children.
(b) The purposes of the investment policy statement are to:
(1) specify the investment objectives, policies, and
guidelines the SBOE considers appropriate and prudent, considering
the needs of the PSF, and to comply with the Texas Constitution by
directing PSF assets. Although the PSF is not subject to the provi-
sions of the Employee Retirement Income Security Act (ERISA) of
1974, as amended, the SBOE intends to comply with the provisions
of ERISA regarding fiduciary responsibility to the greatest extent
possible. Further, the provisions of the Uniform Management of
Institutional Funds Act, as stated in the Texas Property Code,
§§163.001-163.009, shall apply, to the extent they are consistent
with the provisions of the Texas Constitution, Article VII, governing
the operation of the PSF;
(2) establish SBOE performance criteria for an invest-
ment manager;
(3) communicate the investment objectives, guidelines,
and performance criteria to the SBOE, PSF investment staff and
managers, and all other parties;
(4) guide the ongoing oversight of PSF investment and
test compliance with the Texas Constitution and other applicable
statutes;
(5) document that the SBOE is fulfilling its responsibili-
ties for managing PSF investments solely in the interests of the PSF;
and
(6) document that the SBOE is fulfilling its responsibili-
ties under Texas law.
§33.40. Trading and Brokerage Policy.
(a) Security transaction policy.
(1) The following principles shall guide all Texas Perma-
nent School Fund (PSF) transactions.
(A) Best execution and lowest cost must apply to
each PSF trade.
♦ ADOPTED RULES May 24, 1996 21 TexReg 4611
(B) Ongoing efforts must be made to reduce trading
costs, in terms of both commissions and market impact, provided the
investment returns of the PSF are not jeopardized.
(2) The State Board of Education (SBOE) may enter into
brokerage commission recapture agreements or soft dollar agree-
ments.
(3) The SBOE may evaluate transaction activity annually
through a trading cost analysis.
(b) Directed Trades. The SBOE may adopt directed trade
procedures for the PSF portfolio according to procedures developed
by the SBOE Committee on the Permanent School Fund.
(c) Guidelines for selecting a brokerage firm.
(1) Introduction and basic principles.
(A) The SBOE intends that any transaction of pub-
licly traded security occur through a brokerage firm or automated
trading system, regardless of location, to obtain the lowest transac-
tion cost consistent with best execution.
(B) Each investment manager shall be responsible
for selecting brokerage firms or automated trading systems through
which PSF trading shall be completed. The selections must meet
PSF guidelines and be for the exclusive benefit of the PSF.
(2) Guidelines for selection. The broker or dealer firm
must:
(A) have appropriate trading and comprehensive, pro-
prietary, in-house research capabilities and market expertise;
(B) be in compliance with applicable federal and
Texas laws related to conducting business as a broker or dealer;
(C) be a member in good standing of the major
financial exchanges;
(D) have on-site, in-house trading capability and di-
rect access to major markets;
(E) have in-house access to trading support equip-
ment;
(F) trade for competitive rates that provide the lowest
transaction cost consistent with best execution;
(G) be financially able to accommodate a capital
commitment trade over an industry standard settlement period;
(H) have the ability and record to clear and settle
trades without unnecessary delays or fails; and
(I) have been in business as a broker or dealer for a
reasonable period of time to ensure financial and operational stabil-
ity.
(3) Relationship with historically underutilized business.
A broker or dealer firm may have an independent contractual
relationship with a historically underutilized business.
(4) Review and evaluation. At least annually, the SBOE
Committee on the Permanent School Fund shall review the broker-
age firms used by PSF investment managers and all transactions for
compliance with the provisions of this section.
§33.45. Proxy Voting Policy. The State Board of Education
(SBOE) recognizes its fiduciary obligations with respect to the
voting of proxies of companies with securities that are owned by the
Texas Permanent School Fund (PSF). Because the issues related to
proxy voting are complex and directly impact investment values, the
SBOE believes the PSF is best suited to vote the proxies of shares
held in the PSF portfolio. Therefore, as part of the PSF investment
policy, the SBOE instructs the PSF executive administrator and
investment staff to vote all of the PSF proxies of companies accord-
ing to the following guidelines.
(1) Routine matters. Routine proxy proposals shall be
voted in support of company proposals unless there is a clear reason
not to do so. Routine matters include:
(A) electing directors;
(B) determining the size of a board;
(C) changing a corporate name;
(D) appointing an auditor;
(E) splitting stock;
(F) amending articles of incorporation that are re-
quired to comply with federal or state regulation; and
(G) changing the date, time, or location of an annual
meeting.
(2) Business matters. Business proposals that do not
eliminate the rights of shareholders, especially minority sharehold-
ers, or the status of securities held, including ownership status, shall
not be treated as routine; rather, they shall be carefully analyzed.
These issues may be voted with management. However, business
proposals that are nonroutine or would impair the economic interests
of shareholders shall be voted against management. Examples of
such proposals include:
(A) requests to alter bylaws to require a super major-
ity to approve mergers;
(B) anti-takeover proposals that could restrict tender
offers or deny majority owners from exercising judgment;
(C) proposals to dilute existing shares by issuing
substantially more stock without adequate explanation by manage-
ment; and
(D) proposals that would enrich management exces-
sively or substantially increase compensation awards or employment
contracts to senior management that become effective when owner-
ship of the company changes (also known as "golden parachute"
awards).
(3) Other matters. On all other matters, the PSF execu-
tive administrator and investment staff shall vote proxies judged to
be in the best interests of the PSF.
(4) Reporting to SBOE. At each regularly scheduled
SBOE meeting, the PSF executive administrator shall advise the
SBOE of all instances in which the PSF executive administrator
voted against management. §33.60. Performance and Review Proce-
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dures. As requested by the State Board of Education (SBOE) or
Texas Permanent School Fund (PSF) investment staff, evaluation
and periodic investment reports shall supply critical information on a
continuing basis, such as the amount of trading activity, investment
performance, cash positions, diversification ratios, rates of return,
and other perspectives of the portfolios. The reports shall address
compliance with investment policy guidelines.
(1) Performance measurements. The SBOE Committee
on the Permanent School Fund shall review at least quarterly the
performance of each investment manager portfolio of the PSF in
terms of the provisions of this chapter. The investment performance
review shall include comparisons with representative benchmark
indices, a broad universe of investment managers, and the consumer
price index. A time-weighted return formula (which minimizes the
effect of contributions and withdrawals) shall be used for investment
return analysis. The review also may include quarterly performance
analysis and comparisons of retained firms. The services of an
outside, independent consulting firm that provides performance mea-
surement and evaluation shall be retained.
(2) Meeting and reports. At least annually, the SBOE
Committee on the Permanent School Fund shall meet with the PSF
investment managers and custodian to review their responsibilities,
the PSF portfolio, and investment results in terms of the provisions
of this chapter.
(3) Review and modification of investment policy state-
ment. The SBOE Committee on the Permanent School Fund shall
review the provisions of this chapter at least once a year to deter-
mine if modifications are necessary or desirable. Upon approval by
the SBOE, any modifications shall be promptly reported to all
investment managers and other responsible parties.
(4) Compliance with this chapter and Texas statutes.
Annually, the SBOE Committee on the Permanent School Fund shall
confirm that the PSF and each of its managed portfolios have
complied with the provisions of this chapter concerning exclusions
imposed by the SBOE, proxy voting, and trading and brokerage
selection.
(5) Significant events. The SBOE must be notified
promptly if any of the following events occur within the custodian
or external investment manager organizations:
(A) any event that is likely to adversely impact to a
significant degree the management, professionalism, integrity, or
financial position of the custodian or investment manager. A custo-
dian must report the loss of an account of $500 million or more. An
investment manager must report the loss of an account of $25
million or more;
(B) a loss of one or more key people;
(C) a significant change in investment philosophy;
(D) the addition of a new portfolio manager on the
sponsor’s account;
(E) a change in ownership or control, through any
means, of the custodian or investment manager; or
(F) any violation of policy.
♦ ♦ ♦
TITLE 34. PUBLIC FINANCE
Part I. Comptroller of Public Accounts
Chapter 3. Tax Administration
Subchapter V. Franchise Tax
• 34 TAC §3.569
The Comptroller of Public Accounts adopts new §3.569, concerning
eligible child credit, without changes to the proposed text as published
in the February 20, 1996, issue of the Texas Register (21 TexReg
1373).
The new section is proposed in accordance with House Bill 327, 74th
Legislature, 1995, creating the credit for wages paid to certain children
committed to the Texas Youth Commission.
No comments were received regarding adoption of the new section.
The new section is adopted under the Tax Code, §111.002, which
provides the comptroller with the authority to prescribe, adopt, and
enforce rules relating to the administration and enforcement of the
provisions of the Tax Code, Title 2.
The new section implements the Tax Code, §§171.681-171.687.
This agency hereby certifies that the adoption has been reviewed by
legal counsel and found to be a valid exercise of the agency’s legal
authority.
Issued in Austin, Texas, on May 15, 1996.
TRD-9606694 Martin Cherry
Chief, General Law
Comptroller of Public Accounts
Effective date: June 5, 1996
Proposal publication date: February 20, 1996
For further information, please call: (512) 463-4028
♦ ♦ ♦
TITLE 40. SOCIAL SERVICES AND AS-
SISTANCE
Part II. Texas Rehabilitation Commission
Chapter 106. Contract Administration
Subchapter B. Acquisition of Goods and Ser-
vices for Adjudication of Claims by Disabil-
ity Determination Services
• 40 TAC §106.37
The Texas Rehabilitation Commission (TRC) adopts new §106.37,
without changes to the proposed text as published in the April 12,
1996, issue of the Texas Register (21 TexReg 3155).
The new rule is to implement the Commission’s contracting authority
contained in Title 7, §111.052, Texas Human Resources Code, and to
formalize by rule that purchases by the Disability Determination Ser-
vices must comply with the laws, rules, regulations, and guidelines of
the Social Security Administration.
No comments were received regarding the new rule.
The new rule is adopted under Texas Human Resources Code, Title 7,
§111. 018, which provides the Texas Rehabilitation Commission with
the authority to promulgate rules consistent with Title 7, Texas Human
Resources Code.
The Texas Human Resources Code, Title 7, Chapter 111, §111.052, is
affected by this new rule.
This agency hereby certifies that the adoption has been reviewed by
legal counsel and found to be a valid exercise of the agency’s legal
authority.
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Issued in Austin, Texas, on May 14, 1996.
TRD-9606665 Charles W. Schiesser
General Counsel
Texas Rehabilitation Commission
Effective date: June 4, 1996
Proposal publication date: April 12, 1996
For further information, please call: (512) 483-4051
♦ ♦ ♦
Subchapter D. Debarment
• 40 TAC §§106.41-106.44
The Texas Rehabilitation Commission (TRC) adopts new §§106.41-
106.44, without changes to the proposed text as published in the April
12, 1996, issue of the Texas Register (21 TexReg 3155).
The new rules implement the Commission’s contracting authority con-
tained in Title 7, §111.052, Texas Human Resources Code, and
formalize by rule and make available to the public the Commission’s
Debarment procedures.
No comments were received regarding adoption of the new rules.
The new rules are adopted under Texas Human Resources Code, Title
7, §111. 018, which provides the Texas Rehabilitation Commission with
the authority to promulgate rules consistent with Title 7, Texas Human
Resources Code.
The Texas Human Resources Code, Title 7, Chapter 111, §111.052, is
affected by these new rules.
This agency hereby certifies that the adoption has been reviewed by
legal counsel and found to be a valid exercise of the agency’s legal
authority.
Issued in Austin, Texas, on May 14, 1996.
TRD-9606667 Charles W. Schiesser
General Counsel
Texas Rehabilitation Commission
Effective date: June 4, 1996
Proposal publication date: April 12, 1996
For further information, please call: (512) 483-4051
♦ ♦ ♦
♦ INSURANCE RULES May 24, 1996 21 TexReg 4615
Notification Pursuant to the Insurance Code, Chapter 5, Subchapter
L
(Editor’s Note: As required by the Insurance Code, Article 5.96 and 5. 97,
the Texas Register publishes notice of proposed actions by the Texas Board
of Insurance. Notice of action proposed under Article 5.96 must be published
in the Texas Register not later than the 30th day before the board adopts the
proposal. Notice of action proposed under Article 5.97 must be published in
the Texas Register not later than the 10th day before the Board of Insurance
adopts the proposal. The Administrative Procedure Act, the Government
Code, Chapters 2001 and 2002, does not apply to board action under
Articles 5.96 and 5.97.
The complete text of the proposal summarized here may be examined in the
offices of the Texas Department of Insurance, 333 Guadalupe Street, Austin,
Texas 78714-9104.)
The Commissioner of Insurance will hold a public hearing under Docket
Number 2228 on June 27, 1996 at 9:00 a.m., in Room 100 of the Texas
Department of Insurance Building, 333 Guadalupe Street in Austin,
Texas, to consider a petition by the staff of the Texas Department of
Insurance proposing the adoption of amendments to the Texas Auto-
mobile Rules and Rating Manual to revise Rule 7, Premium Computa-
tion, and to incorporate the provisions of Rule 8, Factors and
Multipliers, and Rule 9, Rounding Rule, into amended Rule 7. These
three rules relate to the calculation of premiums and rates for automo-
bile insurance. The staff petition also proposes the repeal of existing
Rules 8 and 9 because the substance of these rules is incorporated
into the proposed amendments to Rule 7 and are no longer necessary.
The petition requests an amendment to Rule 7, Premium Computation,
in the Texas Automobile Rules and Rating Manual to clearly specify
through narrative and example the method for calculating automobile
insurance premiums. Rule 7 is amended to outline on a step-by-step
basis the method to be used to calculate the premium for each peril,
coverage, and exposure for which a separate premium is shown on the
policy. Step A of proposed Rule 7 incorporates part A of existing Rule 7
to provide that the computation shall begin with the benchmark pre-
mium or rate and specifies the premium tables and rates to be used
based on the policy term. Under the proposed rule, the substance of
existing Rule 8, which addresses the application of factors or multipli-
ers on a consecutive basis, is incorporated as Step B of proposed Rule
7 in the calculation method. Existing Rule 9, which addresses the
rounding of rates and premiums, is incorporated as Step C in the
proposed calculation method and is amended for clarification. Step C
provides that, for all intermediate calculations, insurers are to apply
factors or multipliers and round the result of each step to three decimal
places, unless otherwise provided by a specific Manual rule. In addi-
tion, Rule 7 is amended to add Step D to require that the policy term
factor be applied to the resulting premium calculated in Step C. This
requirement supersedes any contrary provisions in the Manual. Rule 7
is also amended to add Step E to clarify that only the final premium for
each peril, coverage, or exposure for which a separate premium is
calculated is rounded to the nearest whole dollar. Under the proposed
rule, this rounding to the nearest whole dollar shall occur only once in
the premium computation in determining the final premium for each
peril, coverage, or exposure. Step E also provides that this rounding of
the resulting final premium to the nearest whole dollar shall not apply to
the resulting final premium for towing and labor costs. The proposed
amendments to Rule 7 also include an example to demonstrate the
application of the proposed premium computation method.
According to the staff petition, the proposed amendments are neces-
sary because the existing rules on Premium Computation (Rule 7),
Factors or Multipliers (Rule 8), and Rounding Rule (Rule 9) are
confusing and unclear, causing insurers to apply the rules differently in
calculating automobile insurance premiums. Some insurers are round-
ing the annual automobile policy premiums to the nearest whole dollar
and rounding again to the nearest whole dollar after applying the six-
month term factor. In addition, insurers use different approaches in
rounding the results of intermediate calculation steps when determining
an automobile insurance premium. Some insurers round intermediate
calculation results to three decimal places while other insurers round
these results to two decimal places. This difference in rounding proce-
dures is caused by the confusing wording of the existing rounding
rules. For example, the rules require final rates to be rounded to three
decimal places; the rules contain examples of premiums rounded to
two decimal places; and the rules do not directly address the rounding
of intermediate calculations. This confusion is compounded by the
absence of definitions of "rate" and "premium" in existing Manual rules,
causing insurers to be inconsistent in rounding rates and premiums. As
a result, a policyholder may be paying a different premium from that of
another policyholder based solely on the insurer’s premium computa-
tion method. The petition states that the amendments to Rule 7 clearly
outline the proper method of computing automobile insurance premi-
ums through detailed narrative and example. In addition, the petition
indicates, that Rule 7 is amended to clearly specify that only the final
premium for each peril, coverage, or exposure is rounded to the
nearest whole dollar. The adoption of the proposed amendments will
introduce greater uniformity in premium computation and will eliminate
the confusion in the existing rules. Also, the application of the proposed
premium computation rule will foster fairness and consistency in the
market and will benefit both policyholders and insurers.
Staff requests that the proposed amendments be adopted to apply to
all automobile insurance policies issued on or before November 1,
1996.
The Commissioner has jurisdiction of this matter pursuant to the
Insurance Code, Articles 5.96, 5.98, and 5.101.
Copies of the full text of the staff petition and the proposed amend-
ments are available for review in the Office of the Chief Clerk of the
Texas Department of Insurance, 333 Guadalupe Street, Austin, Texas,
78714-9104. For further information or to request copies of the petition
and proposed amendments, please contact Sylvia Gutierrez at (512)
463-6326 (refer to Reference Number A-0596-18-I).
Comments on the proposed changes must be submitted in writing
within 30 days after publication of the proposal in the Texas Register to
the Office of the Chief Clerk, P.O. Box 149104, MC113-2A, Austin,
Texas 78714-9104. An additional copy of the comment should be
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submitted to David Durden, Deputy Commissioner for Property and
Casualty Lines, P.O. Box 149104, MC104-5A, Austin, Texas
78714-9104.
This notification is made pursuant to the Insurance Code, Article 5.96,
which exempts it from the requirements of the Administrative Proce-
dure Act.
This agency hereby certifies that the proposal has been reviewed by
legal counsel and found to be within the agency’s authority to adopt.
Issued in Austin, Texas, on May 17, 1996.
TRD-9606932 Alicia M. Fechtel
General Counsel and Chief Clerk
Texas Department of Insurance
For further information, please call: (512) 463-6327
♦ ♦ ♦

♦ OPEN MEETINGS May 24, 1996 21 TexReg 4619
OPENMEETINGS
Agencies with statewide jurisdiction must give at least seven days notice before an impending meeting.
Institutions of higher education or political subdivisions covering all or part of four or more counties
(regional agencies) must post notice at least 72 hours before a scheduled meeting time. Some notices may
be received too late to be published before the meeting is held, but all notices are published in the Texas
Register.
Emergency meetings and agendas. Any of the governmental entities listed above must have notice of an
emergency meeting, an emergency revision to an agenda, and the reason for such emergency posted for at
least two hours before the meeting is convened. All emergency meeting notices filed by governmental
agencies will be published.
Posting of open meeting notices. All notices are posted on the bulletin board at the main office of the
Secretary of State in lobby of the James Earl Rudder Building, 1019 Brazos, Austin. These notices may
contain a more detailed agenda than what is published in the Texas Register.
Meeting Accessibility. Under the Americans with Disabilities Act, an individual with a disability must
have an equal opportunity for effective communication and participation in public meetings. Upon request,
agencies must provide auxiliary aids and services, such as interpreters for the deaf and hearing impaired,
readers, large print or braille documents. In determining type of auxiliary aid or service, agencies must give
primary consideration to the individual’s request. Those requesting auxiliary aids or services should notify
the contact person listed on the meeting summary several days prior to the meeting by mail, telephone, or
RELAY Texas (1-800-735-2989).
State Office of Administrative Hearings
Tuesday, May 28, 1996, 1:30 p.m.




A hearing on the merits will be held at the above date and time in
SOAH Docket Number 473-95-1209-application of Southwestern
Bell Telephone Company for approval of flat-rated local exchange
resale tariffs pursuant to PURA 1995 §3.2532 (PUC Docket Number
14658).
Contact: J. Kay Trostle, 300 West 15th Street, Suite 502, Austin,
Texas 78701-1649, (512) 936-0728.
Filed: May 15, 1996, 1:46 p.m.
TRD-9606717
Friday, May 31, 1996, 9:00 a.m.




A hearing on the merits will be held at the above date and time in
SOAH Docket Number 473-96-0824-application of Northeast Texas
Electric Cooperative, Inc., Tex-La Electric Cooperative, Inc., Sam
Rayburn G&T Electric Cooperative, Inc. and their ten member
distribution cooperative for authority to implement industrial com-
petitive rates (PUC Docket Number 15133).
Contact: J. Kay Trostle, 300 West 15th Street, Suite 502, Austin,
Texas 78701-1649, (512) 936-0728.
Filed: May 17, 1996, 2:18 p.m.
TRD-9606934
♦ ♦ ♦
Texas Commission on Alcohol and Drug
Abuse (TCADA)
Friday, May 31, 1996, 11:00 a.m.
3930 Kirby, Suite 207, Texas Youth Commission Conference Room
Houston
Regional Advisory Consortium (RAC), Region 6
AGENDA:
Call to order, approval of minutes; welcome and introductions;
public comment; committee reports: goal 1 and 2; new business; and
adjourn.
Contact: Carlene Phillips, 710 Brazos, Austin, Texas 78701, (512)
867-8897.
Filed: May 15, 1996, 10:51 a.m.
TRD-9606712
♦ ♦ ♦
Texas Bond Review Board
Thursday, May 23, 1996, 10:00 a.m.





I. Call to order
II. Approval of minutes
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III. Consideration of Proposed Issues
A. Texas Public Finance Authority-commercial paper revenue notes
for General Services Commission (renovation of State Insurance
Building)
B. Texas Commission on Alcohol and Drug Abuse-lease purchase of
modular office furniture
C. Texas Department of Criminal Justice-lease purchase of natural
gas pipeline prison facilities in Hays and Wise Counties, Texas
D. Texas Department of Housing and Community Affairs-Multi-
Family Housing Revenue Bonds (Harbors and Plumtree Apartments
Project) Series 1996 A, B, C, D
E. Texas Department of Housing and Community Affairs-Multi-
Family Housing Revenue Bonds (Dallas-Fort Worth Apartments
Project)
Series 1996 A, B, C, D
IV. Other Business
A. Texas Department of Housing and Community Affairs-proposed
amendments too prior approval for issuance of Texas Department of
Housing and Community Affairs Single Family Mortgage Revenue
Refunding Tax-Exempt Commercial Paper Nores, Series A
B. Texas Department of Housing and Community Affairs-proposed
amendments to prior approval for issuance of Texas Department of
Housing and Community Affairs Single Family Mortgage Revenue
Refunding Tax-Exempt Commercial Paper Notes, Series B (Non-
AMT)
C. University of North Texas-request for approval of additional
expenses on issuance of Consolidated University Revenue Bonds,
Series 1996
Contact: Albert L. Bacarisse, 300 West 15th Street, Suite 409,
Austin, Texas 78701, (512) 463-1741.
Filed: May 15, 1996, 2:26 p.m.
TRD-9606723
♦ ♦ ♦
Texas Department of Criminal Justice
Friday, May 24, 1996, 8:30 a.m.
Crown Colony Country Club, Garden Room
Lufkin





C. Approval of the 52nd and 53rd Board of Criminal Justice
Meeting Minutes
D. Board Liaison and Committee Reports/Division Summaries
E. Approval of Purchases Over One Million Dollars
F. Briefing by Judicial Advisory Council
G. Land Transactions
H. Revision of Board Policy 01.04-Standards of Conduct for the
Texas Board of Criminal Justice (In regards to the conduct of the
Executive Director)
I. Appointment of the Chief of Internal Audits
J. Briefing on Construction Management for the Texas Youth Coun-
cil and the Texas Juvenile Probation Commission
K. Transfer of the Hamilton Facility to the Texas Youth Commis-
sion
L. Adoption of Proposed Rule for Sale or Disposal of Surplus
Agriculture Goods and Property (21 TexReg 2457; 37 TAC
§151.55)
M. Attorney General Opinion Request on Indemnification of Volun-
teers
N. Proposed Amendment to the TDCJ Disciplinary Rules and Proce-
dures for Inmates
O. Authorization for Additional Funding/Change Order for the
Estelle Unit Close Custody Prototype
P. Approval of Master Lease of Natural Gas Pipeline for Prison
Facilities in Palestine, Texas
Q. Approval to Revise Administrative Directive 03.81-Uniform Ac-
cess to Courts
Persons with disabilities who plan to attend this meeting and who
need auxiliary aids or services as interpreters for persons who are
deaf or hearing impaired, readers, large print or Braille, are required
to contact Amanda Ogden (512) 463-9472 at least two work days
prior to the meeting so that appropriate arrangements can be made.
Contact: Meredith Johnson, P.O. Box 13084, Austin, Texas 78711,
(512) 463-9693.
Filed: May 15, 1996, 3:46 p.m.
TRD-9606733
Thursday, May 23, 1996, 9:00 a.m.




I. Update on Video Programming for Special Offenders Population
II. Report on Substance Abuse Program
III. Update on Field Referral Services
IV. Windham School District
a. Programming for Female Offenders
b. Implementation of WSD Targeting Plan
c. Administrative Update
V. Update on Community Service Projects
VI. Briefing on Rehabilitation Tier
VII. Update on Buckner Family Center and Report on Chapel
Construction
VIII. Status Report on Volunteerism within TDCH
IX. Volunteer Awards Presentation
X. Adjourn
Persons with disabilities who plan to attend this meeting and who
need auxiliary aids or services as interpreters for persons who are
deaf or hearing impaired, readers, large print or Braille, are required
to contact Amanda Ogden (512) 463-9472 at least two work days
prior to the meeting so that appropriate arrangements can be made.
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Contact: Meredith Johnson, P.O. Box 13084, Austin, Texas 78711,
(512) 475-3250.
Filed: May 15, 1996, 3:45 p.m.
TRD-9606728
Thursday, May 23, 1996, 1:30 p.m.




I. Recommendation for Construction/Remodeling for Board Ap-
proval
a. Additional Funding/Change Order, Estelle 660-Bed (Ron
Howell)-43,440,161
High-Security prototype, Huntsville, Texas (Add Kitchen, Wastewa-
ter Treatment Plant, Water System, Telephone Upgrade)
II. Items Furnished to Committee for Information
a. TYC Construction Program Briefing (Don Thomas, Steve Robin-
son)
b. TJPC Construction Program Briefing (Don Thomas)
c. Accounting Procedures Change/Lonestars (Cathy Richards)
d. HUB Participation
e. Dedicated Emergency Generator and Lighting for Perimeter-
$83,460
Electronic Security System at the Huntsville (Walls) Unit
f. Construction Manager (CM) Audit Summary
g. Proposed Construction Manager (CM) Study by A&M University
h. Status of High-Security Bed Project
i. Construction Manager (CM) vs. General Contractor for High-
Security Bed Project
j. Roofing Consultant Contracts
III. Approval of March 14, 1996, Facilities Committee Meeting
Minutes
Persons with disabilities who plan to attend this meeting and who
need auxiliary aids or services as interpreters for persons who are
deaf or hearing impaired, readers, large print or Braille, are required
to contact Amanda Ogden (512) 463-9472 at least two work days
prior to the meeting so that appropriate arrangements can be made.
Contact: Meredith Johnson, P.O. Box 13084, Austin, Texas 78711,
(512) 475-3250.
Filed: May 15, 1996, 3:45 p.m.
TRD-9606729
Thursday, May 23, 1996, 2:30 p.m.
Crown Colony Country Club, Garden Room
Lufkin
Management Information System Committee
AGENDA:
I. Call to Order
II. Offender Information Management Reengineering Program
a. Summary of Activities to Date
b. Reengineering Plan
c. Implementation Strategy
III. Information Systems Upgrade
a. Information Services Biennial Operating Plan
b. Offender Information Management System Project
c. Criminal Justice Information System (CJIS) Audits
d. CPU Upgrade
IV. Discussion of Next Meeting
V. Adjourn
Persons with disabilities who plan to attend this meeting and who
need auxiliary aids or services as interpreters for persons who are
deaf or hearing impaired, readers, large print or Braille, are required
to contact Amanda Ogden (512) 463-9472 at least two work days
prior to the meeting so that appropriate arrangements can be made.
Contact: Meredith Johnson, P.O. Box 13084, Austin, Texas 78711,
(512) 475-3250.
Filed: May 15, 1996, 3:46 p.m.
TRD-9606730
Thursday, May 23, 1996, 3:00 p.m.
Crown Colony Club, Garden Room
Lufkin




1. Minutes of the March 14, 1996, Meeting
2. Dual Employment Requests
3. Revision of Policy on Employee Dress Code
4. Revision of Employee Leave Policy
B. Recognitions
C. Public Comment
Persons with disabilities who plan to attend this meeting and who
need auxiliary aids or services as interpreters for persons who are
deaf or hearing impaired, readers, large print or Braille, are required
to contact Amanda Ogden (512) 463-9472 at least two work days
prior to the meeting so that appropriate arrangements can be made.
Contact: Meredith Johnson, P.O. Box 13084, Austin, Texas 78711,
(512) 475-3250.
Filed: May 15, 1996, 3:46 p.m.
TRD-9606731
Thursday, May 23, 1996, 4:00 p.m.
Crown Colony Country Club, Garden Room
Lufkin
Texas Board of Criminal Justice
AGENDA:
I. Executive Session
A. Discussion with attorneys concerning: Beverly Dennis v. TDCJ;
GLB et al, v. TDCJ; Guajardo v. TDCJ; Hopper v. TDCJ; Daniel
Johnson v. TDCJ; Payne v. TDCH; Ruiz v. Johnson; Strain v.
TDCJ; and TDCJ v. VitaPro cases (Closed in accordance with
§551.071, Government Code.)
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B. Discussion of matters made confidential under State Bar Disci-
plinary Rules of Professional Conduct. (Closed in accordance with
§551.071, Government Code.)
C. Discussion of personnel matters. (Closed in accordance with
§551.074, Government Code.)
Persons with disabilities who plan to attend this meeting and who
need auxiliary aids or services as interpreters for persons who are
deaf or hearing impaired, readers, large print or Braille, are required
to contact Amanda Ogden (512) 463-9472 at least two work days
prior to the meeting so that appropriate arrangements can be made.
Contact: Meredith Johnson, P.O. Box 13084, Austin, Texas 78711,
(512) 475-3250.
Filed: May 15, 1996, 3:46 p.m.
TRD-9606732
♦ ♦ ♦
Interagency Council on Early Childhood In-
tervention






Public comment. Discussion and approval of minutes from March
28, 1996 meeting discussion and approval of the Early Childhood
Intervention Advisory Committee and Director’s Forum report. Dis-
cussion and approval of staff recommendation on submission of the
Affirmative Action Plan for the Interagency Council on Early Child-
hood Intervention. Discussion and approval of staff recommenda-
tions on emergency requests for funding and clarification of need for
Council review of future requested. Discussion and approval of
modification and extension of funding application for mental health
mental retardation state operated community centers. Discussion and
approval of Part I and I of the Internal Audit report. Discussion and
approval on federal monitoring visit, self study, and request to meet
with the Council during the September meeting. Discussion and
approval of draft Strategic Plan and Legislative Appropriations
Request for Fiscal Year 1998-1999. Discussion Related to the
preparation of revisions to Chapter 73, Human Resources Code for
the 75th Legislative Session. Discussion and Election of Chairperson
and Vice Chairperson. FYI.
Contact: Donna Samuelson, 1100 West 49th Street, Austin, Texas
78756, (512) 502-4900.




Monday, June 17, 1996, 9:30 a.m. (Rescheduled from May 21,
1996)
Stephen F. Austin Building, 1700 North Congress Avenue, Room
118
Austin
Special Board of Review
AGENDA:
I. Call to order
II. Approval of minutes from July 10, 1995 meeting
III. Chairman’s remarks
IV. Consideration and actions regarding revisions and modifications
to, and clarification of the Expo Center development plan; City of
Austin Ordinance Numbers 96-0307-L, 96-0307-M and/or 96-0307-
N
V. Adjournment
Contact: Bob Hewgley, Texas General Land Office, 1700 North
Congress Avenue, Room 720, Austin, Texas 7701, (512)
463-5013.




Tuesday, May 28, 1996, 9:30 a.m.
Central Service Building, 1711 San Jacinto, Room 402
Austin
AGENDA:
1) Consideration of final adoption of amendments to 1 Texas
Administrative Code 123.15 relating to selection of architect/engi-
neers for professional services; 2) Consideration of publication of
proposed amendments to §§125.3, 125.41, 125.45 and 125.47 re-
garding the State Vehicle Fleet Management Program and §§125.63,
125.67 and 125.69 regarding the Texas Alternative Fuels Program;
3) Consideration of publication of proposed amendments to §117.31
regarding Mail and Messenger Services; 4) Consideration of pro-
posed repeal of existing §§111.61-111.70 and publication of pro-
posed new §§111.61-111.70 concerning cost of copies of Open
Records; 5) Initial review of Fiscal Year 1997 Operating Budget; 6)
Consideration of proposed change orders-various projects; 7) Pro-
gram issues; Executive Session to consider personnel matters
pursuant to the provisions of Texas Government Code §551.074;
Executive Session to consider the status of the purchase of real
property pursuant to the provisions of Texas Government Code
§551.072; Executive Session to consult with Legal Counsel concern-
ing pending litigation pursuant to the provisions of Texas Govern-
ment Code §551.071.
Contact: David Ross Brown, 1711 San Jacinto, Austin, Texas
78701, (512) 475-2400.
Filed: May 16, 1996, 4:34 p.m.
TRD-9606888
♦ ♦ ♦
Office of the Governor-Criminal Justice Divi-
sion, Texas Narcotics Control Program
Monday, June 3, 1996, 1:00 p.m.
Corpus Christi Marriott, 900 North Shoreline
Corpus Christi
Governor’s Drug Policy Advisory Board
AGENDA:
The Texas Narcotics Control Program (TNCP) under the Criminal
Justice Division is holding a meeting with the Governor’s Drug
Policy Advisory Board, to discuss and approve the 1996 Statewide
Strategy.
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I. Call to order
II. 1996 Statewide strategy approval
III. Adjourn
Contact: Sharon Chesnutt, P.O. Box 12428, Austin, Texas
78711-2428, (512) 463-1824.
Filed: May 17, 1996, 1:29 p.m.
TRD-9606927
♦ ♦ ♦
Texas Department of Health
Thursday, May 23, 1996, 9:30 a.m.
Room M-739, Texas Department of Health, 1100 West 49th Street
Austin
Texas Board of Health, Human Resources Committee
AGENDA:
The committee will discuss and possibly act on: approval of the
minutes of the April 25, 1996 meeting; and appointments to the
Prostate Cancer Advisory Committee.
Contact: Kris Lloyd, 1100 West 49th Street, Austin, Texas 78756,
(512) 458-7484. To request an accommodation under the ADA,
please contact Renee Rusch, ADA Coordinator in the Office of Civil
Rights at (512) 458-7627 or TDD at (512) 458-7708 at least two
days prior to the meeting.
Filed: May 15, 1996, 3:51 p.m.
TRD-9606737
Thursday, May 23, 1996, 10:30 a.m.
Room M-739, Texas Department of Health, 1100 West 49th Street
Austin
Texas Board of Health, Health and Clinical Services Committee
AGENDA:
The committee will discuss and possibly act on: approval of the
minutes of the April 25, 1996 meeting; adoption of resolution
concerning HIV counseling protocols and Title V Futures Update.
Contact: Kris Lloyd, 1100 West 49th Street, Austin, Texas 78756,
(512) 458-7484. To request an accommodation under the ADA,
please contact Renee Rusch, ADA Coordinator in the Office of Civil
Rights at (512) 458-7627 or TDD at (512) 458-7708 at least two
days prior to the meeting.
Filed: May 15, 1996, 3:51 p.m.
TRD-9606738
Thursday, May 23, 1996, 1:00 p.m.
Room M-739, Texas Department of Health, 1100 West 49th Street
Austin
Texas Board of Health, Regulatory Committee
AGENDA:
The committee will discuss and possibly act on: approval of the
minutes of the April 25, 1996 meeting; update on birthing center
licensing; proposed rules (licensure of medical physicists; memoran-
dum of understanding between the Texas Department of Health and
the Texas Natural Resource Conservation Commission explaining
radiation control jurisdictional responsibilities; and Grade "A" Raw
for retail milk); final adoption of rules (regulation of medical
radiologic technologists; assessment of administrative or civil penal-
ties under (The Texas Food, drug, and Cosmetic Act; the Texas
Food, Drug, Device and Cosmetic Salvage Act; regulations of food
service establishments, retail food stores, mobile food units, and
roadside food vendors; regulations of narcotic drug treatment pro-
grams; the Tanning Facility regulation Act; and the Tattoo Studio
Act); and licensure of tanning facilities). Then the committee will
discuss proposed rules concerning (licensure and regulation of fitting
and dispensing of hearing instruments; out-of-hospital do-not-
resuscitate (DNR) order; bottled and vended drinking water; and
regulation of foods, dietary supplements, and drugs containing
Ephedrine).
Contact: Kris Lloyd, 1100 West 49th Street, Austin, Texas 7756,
(512) 458-7484. To request an accommodation under the ADA,
please contact Renee Rusch, ADA Coordinator in the Office of Civil
Rights at (512) 458-7627 or TDD at (512) 458-7708 at least two
days prior to the meeting.
Filed: May 15, 1996, 3:52 p.m.
TRD-9606740
Thursday, May 23, 1996, 3:00 p.m.
Room M-739, Texas Department of Health, 1100 West 49th Street
Austin
Texas Board of Health, Health Financing
AGENDA:
The committee will discuss and possibly act on: approval of the
minutes of the April 25, 1996 meeting; recommendations to the
State Medicaid Director (consideration of Texas Hospital Associa-
tion (THA) petition for rulemaking regarding outpatient hospital
rates in the Medicaid Program; to propose rules regarding Medicaid
95-day claims filing deadline; and to propose rules regarding Medic-
aid disproportionate share hospital reimbursement); and decision on
the appeal of Northwest Women’s Clinics to pay claims for treat-
ment provided to nine Medicaid recipients.
Contact: Kris Lloyd, 1100 West 49th Street, Austin, Texas 78756,
(512) 458-7484. To request an accommodation under the ADA,
please contact Renee Rusch, ADA Coordinator in the Office of Civil
Rights at (512) 458-7627 or TDD at (512) 458-7708 at least two
days prior to the meeting.
Filed: May 15, 1996, 3:52 p.m.
TRD-9606739
Friday, May 24, 1996, 8:30 a.m.
Room M-739, Texas Department of Health, 1100 West 49th Street
Austin
Texas Board of Health, Board Briefing
AGENDA:
The board will receive a briefing by the Commissioner on the
current activities of the Texas Department of Health; and discuss
procedural and/or administrative issues of the Board of Health.
Contact: Kris Lloyd, 1100 West 49th Street, Austin, Texas 78756,
(512) 458-7484. To request an accommodation under the ADA,
please contact Renee Rusch, ADA Coordinator in the Office of Civil
Rights at (512) 458-7627 or TDD at (512) 458-7708 at least two
days prior to the meeting.
Filed: May 16, 1996, 3:46 p.m.
TRD-9606879
Friday, May 24, 1996, 10:00 a.m.
Room M-739, Texas Department of Health, 1100 West 49th Street
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Austin
Texas Board of Health, Strategic Management Committee
AGENDA:
The committee will discuss and possibly act on: approval of the
minutes of the April 26, 1996 meeting; proposed rules concerning
charges for providing public information; proposed rules concerning
vital statistics; TDH Strategic Plan 1997-2001; Board of Health
strategic priorities; heirloom birth certificate update; border health
update; congressional update; internal audit workplan status report;
and monthly report (historically underutilized businesses, CIDC
Program, FTEs, new laboratory, and monthly financial update).
Contact: Kris Lloyd, 1100 West 49th Street, Austin, Texas 78756,
(512) 458-7484. To request an accommodation under the ADA,
please contact Renee Rusch, ADA Coordinator in the Office of Civil
Rights at (512) 458-7627 or TDD at (512) 458-7708 at least two
days prior to the meeting.
Filed: May 16, 1996, 3:51 p.m.
TRD-9606880
Friday, May 24, 1996, 1:00 p.m.
Room M-739, Texas Department of Health, 1100 West 49th Street
Austin
Texas Board of Health
AGENDA:
The board will meet to discuss and possibly act on: approval of the
minutes of the April 26, 1996 meeting; commissioner’s report;
resolution in recognition of Kefroot P. Walker, Jr., M.D.; resolution
in recognition of Terry Fay Bleier; resolution in recognition of
emergency personnel who accompanied the Olympic torch bearer
through Texas; recognition of Zoonosis Control Division rapid re-
sponse team); presentation of the Texas Board of Health "Moment
of Truth" awards; Strategic Management Committee Report (pro-
posed rules concerning charges for providing public information;
proposed rules concerning vital statistics; and TDH Strategic Plan
1997-2001); Health Financing Committee report (recommendation
to the State Medicaid Director concerning (consideration of Texas
Hospital Association (THA) petition of rulemaking regarding outpa-
tient hospital rates in the Medicaid Program; proposed rules regard-
ing Medicaid 95-day claims filing deadline; proposed rules regard-
ing Medicaid disproportionate share hospital reimbursement); and
appeal of Northwest Women’s Clinics to pay claims for treatment
provided to nine Medicaid recipients); Health and Clinical Services
Committee report (adoption of resolution concerning HIV counsel-
ing protocols); Human Resources Committee report (appointments
to the Prostate Cancer Advisory Committee); Regulatory Committee
report (proposed rules (licensure of medical physicists; memoran-
dum of understanding between the Texas Department of Health and
the Texas Natural Resource Conservation Commission explaining
radiation control jurisdictional responsibilities; and Grade "A" Raw
for retail milk); and final adoption of rules (regulation of medical
radiologic technologists; licensure of tanning facilities; and assess-
ment of administrative or civil penalties under (The Texas Food,
Drug, and Cosmetic Act; The Texas Food, Drug, Device and Cos-
metic Salvage Act; regulations of food service establishments, retail
food stores, mobile food units, and roadside food vendors; regula-
tions of narcotic drug treatment programs; the Tanning Facility
Regulation Act; and the Tattoo Studio Act)); public comments not
requiring board action; set meeting date for June 1996; and execu-
tive session to discuss (pending litigation: Texas Pharmacy associa-
tion et al, vs. Texas Department of Health concerning reimburse-
ment rates for pharmacy services in the Medicaid Vendor Drug
Program); and to evaluate the performance of the Commissioner of
Health).
Contact: Kriss Lloyd, 1100 West 49th Street, Austin, Texas 78756,
(512) 458-7484. To request an accommodation under the ADA,
please contact Renee Rusch, ADA Coordinator in the Office of Civil
Rights at (512) 458-7627 or TDD at (512) 458-7708 at least two
days prior to the meeting.
Filed: May 16, 1996, 3:52 p.m.
TRD-9606881
♦ ♦ ♦
Texas Health and Human Services Commis-
sion
Tuesday, May 28 1996, 2:00 p.m.




The purpose of these hearings is to seek public participation on the
development of the Medicaid managed care program. We are seek-
ing comments on ways to develop a health care delivery system that
will best meet the needs of the Medicaid clients. This program will
be developed under the current authority of the 1915(b) freedom of
choice waivers. Comments will also be taken on the long term care
integrated managed care model where the Legislature has requested
that the Texas Health and Human Services Commission develop a
pilot to integrate acute care and long term care services into one
delivery system.
Following the public hearings, an implementation schedule for state-
wide managed care will be announced. It is anticipated that phased
implementation will begin in Spring or fall, 1997 and be completed
by September 1999.
Please send written comments to the Texas Health and Human
Services Commission (HHSC) P.O. Box 13247, Austin, Texas
78711. Persons with disabilities who may require special needs may
contact Colleen Paige at HHSC in Austin at (512) 424-6517 (Voice
or TDD).
Contact: Colleen Paige, 4900 North Lamar Boulevard, Austin,
Texas 78751, (512) 424-6517.
Filed: May 16, 1996, 12:01 p.m.
TRD-9606862
Wednesday, May 29, 1996, 2:00 p.m.
Temple College, 2600 South First Street
Temple
AGENDA:
The purpose of these hearings is to seek public participation on the
development of the Medicaid managed care program. We are seek-
ing comments on ways to develop a health care delivery system that
will best meet the needs of the Medicaid clients. This program will
be developed under the current authority of the 1915(b) freedom of
choice waivers. Comments will also be taken on the long term care
integrated managed care model where the Legislature has requested
that the Texas Health and Human Services Commission develop a
pilot to integrate acute care and long term care services into one
delivery system.
following the public hearings, an implementation schedule for state-
wide managed care will be announced. It is anticipated that phased
implementation will begin in Spring or Fall, 1997 and be completed
by September 1999.
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Please send written comments to the Texas Health and Human
Services Commission (HHSC) P.O. Box 13247, Austin, Texas
78711. Persons with disabilities who may require special needs may
contact Colleen Paige at HHSC in Austin at (512) 424-6517 (Voice
or TDD).
Contact: Colleen Paige, 4900 North Lamar Boulevard, Austin.,
Texas 78751, (512) 424-6517.
Filed: May 16, 1996, 12:01 p.m.
TRD-9606863
Thursday, May 30, 1996, 2:00 p.m.
Texas Southern University Auditorium, 3100 Clebourne Avenue
Austin
AGENDA:
The purpose of these hearings is to seek public participation on the
development of the Medicaid managed care program. We are seek-
ing comments on ways to develop a health care delivery system that
will best meet the needs of the Medicaid clients. This program will
be developed under the current authority of the 1915(b) freedom of
choice waivers. Comments will also be taken on the long term care
integrated managed care model where the Legislature has requested
that the Texas Health and Human Services Commission develop a
pilot to integrate acute care and long term care services into one
delivery system.
Following the public hearings, an implementation schedule for state-
wide managed care will be announced. It is anticipated that phased
implementation will begin in Spring or Fall, 1997 and be completed
by September 1999.
Please send written comments to the Texas Health and Human
Services Commission (HHSC) P.O. Box 13247, Austin, Texas
78711. Persons with disabilities who may require special needs may
contact Colleen Paige at HHSC in Austin at (512) 424-6517 (Voice
or TDD).
Contact: Colleen Paige, 4900 North Lamar Boulevard, Austin,
Texas 78751, (512) 424-6517.
Filed: May 16, 1996, 12:01 p.m.
TRD-9606864
Friday, May 31, 1996, 6:00 p.m.
East Texas Medical Center, 801 Clinic Drive
Tyler
AGENDA:
The purpose of these hearings is to seek public participation on the
development of the Medicaid managed care program. We are seek-
ing comments on ways to develop a health care delivery system that
will best meet the needs of the Medicaid clients. This program will
be developed under the current authority of the 1915(b) freedom of
choice waivers. Comments will also be taken on the long term care
integrated managed care model where the Legislature has requested
that the Texas Health and Human Services Commission develop a
pilot to integrate acute care and long term care services into one
delivery system.
Following the public hearing, an implementation schedule for state-
wide managed care will be announced. It is anticipated that phased
implementation will begin in Spring or Fall, 1997 and be completed
by September 1999.
Please send written comments to the Texas Health and Human
Services Commission (HHSC) P.O. Box 13247, Austin, Texas
78711. Persons with disabilities who may require special needs may
contact Colleen Paige at HHSC in Austin at (512) 424-6517 (Voice
or TDD).
Contact: Colleen Paige, 4900 North Lamar Boulevard, Austin,
Texas 78751, (512) 424-6517.




Monday, June 3, 1996, 9:00 a.m.





To consider whether disciplinary action should be taken against
Richard Lewis Walker, Dallas, Texas who holds a Group I, Legal
Reserve Life Insurance Agent’s license, A local Recording Agent’s
License, a Managing General Agent’s License and a Surplus Lines
Agent’s License issued by the Texas Department of Insurance.
Contact: Bernice Ross, 333 Guadalupe Street, Mail Code #113-2A,
Austin, Texas 78701, (512) 463-6328.
Filed: May 20, 1996, 9:28 a.m.
TRD-9606965
Wednesday, June 5, 1996, 9:00 a.m.





In the matter of the Medical Protective Company v. the Texas
Department of Insurance-Rate Filing.
Contact: Bernice Ross, 333 Guadalupe Street, Mail Code #113-2A,
Austin, Texas 78701, (512) 463-6328.
Filed: May 20, 1996, 9:29 a.m.
TRD-9606966
Thursday, June 6, 1996, 1:00 p.m.





To consider whether disciplinary action should be taken against Ivy
Ike Grozier, Longview, Texas, who holds a Group I, Legal Reserve
Life Insurance Agent’s License issued by the Texas Department of
Insurance.
Contact: Bernice Ross, 333 Guadalupe Street, Mail Code #113-2A,
Austin, Texas 78701, (512) 463-6328.
Filed: May 20, 1996, 9:29 a.m.
TRD-9606968
Thursday, June 6, 1996, 1:00 p.m.
State Office of Administrative Hearings, 300 West 15th Street, Suite
502




The consider whether disciplinary action should be taken against
Adan Ramon Casarez, Houston, Texas, who holds a Local Record-
ing Agent’s License issued by the Texas Department of Insurance
(cont. from April 29, 1996).
Contact: Bernice Ross, 333 Guadalupe Street, Mail Code #113-2A,
Austin, Texas 78701, (512) 463-6328.
Filed: May 20, 1996, 9:29 a.m.
TRD-9606967
Monday, June 10, 1996, 9:00 a.m.





In the matter of Agricultural and General Insurance Company, LTD,
and General Insurance Company, LTD, and Caymanx Trust Com-
pany, LTD.
Contact: Bernice Ross, 333 Guadalupe Street, Mail Code #113-2A,
Austin, Texas 78701, (512) 463-6328.
Filed: May 20, 1996, 9:29 a.m.
TRD-9606969
Tuesday, June 11, 1996, 9:00 a.m.





In the Matter of J.P. Everhart and Company, Inc.
Contact: Bernice Ross, 333 Guadalupe Street, Mail Code #113-2A,
Austin, Texas 78701, (512) 463-6328.
Filed: May 20, 1996, 9:31 a.m.
TRD-9606972
Tuesday, June 11, 1996, 9:00 a.m.





To consider whether disciplinary action should be taken against
Glenda Jane Hill Williams, Irving, Texas, who holds a Local Re-
cording Agent’s License issued by the Texas Department of Insur-
ance, and P and C Agency, Inc., which holds a Corporation Local
Recording Agent’s License issued by the Texas Department of
Insurance.
Contact: Bernice Ross, 333 Guadalupe Street, Mail Code #113-2A,
Austin, Texas 78701, (512) 463-6328.
Filed: May 20, 1996, 9:32 a.m.
TRD-9606973
Tuesday, June 11, 1996, 1:00 p.m.





To consider whether disciplinary action should be taken against
Richard G. Gutierrez, Houston, Texas who holds a Group I, Legal
Reserve Life Insurance Agent’s License, a Group II, Insurance
Agent’s License, and a Local Recording Agent’s License issued by
the Texas Department of Insurance.
Contact: Bernice Ross, 333 Guadalupe Street, Mail Code #113-2A,
Austin, Texas 78701, (512) 463-6328.
Filed: May 20, 1996, 9:32 a.m.
TRD-9606974
Wednesday, June 12, 1996, 9:00 a.m.





In the matter of the Disapproved of Rate Filings for American
Casualty Company of Reading, Pennsylvania, and Continental Casu-
alty Company of Chicago, Illinois.
Contact: Bernice Ross, 333 Guadalupe Street, Mail Code #113-2A,
Austin, Texas 78701, (512) 463-6328.
Filed: May 20, 1996, 9:32 a.m.
TRD-9606975
Thursday, June 13, 1996, 9:00 a.m.





Appeal of J and J Roofing from Decision of the Texas Workers
Compensation Insurance Facility (TWCIF) (cont. from April 18,
1996).
Contact: Bernice Ross, 333 Guadalupe Street, Mail Code #113-2A,
Austin, Texas 78701, (512) 463-6328.
Filed: May 20, 1996, 9:32 a.m.
TRD-9606976
Friday, June 14, 1996, 1:00 p.m.





To consider whether disciplinary action should be taken against
Gary Joe Orsak, San Antonio, Texas, who holds a Group II, Insur-
ance Agent’s License issued by the Texas Department of Insurance.
Contact: Bernice Ross, 333 Guadalupe Street, Mail Code #113-2A,
Austin, Texas 78701, (512) 463-6328.
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Filed: May 20, 1996, 9:32 a.m.
TRD-9606977
♦ ♦ ♦
Texas State Library and Archives Commis-
sion
Friday, May 31, 1996, 2:00 p.m.
Auditorium, San Antonio Public Library, 600 Soledad Street
San Antonio
AGENDA:
1. Approval of minutes for April 26, 1996 commission meeting.
2. Internal auditor’s report on Central Texas Library System.
3. Approval of LSCA title I Special Projects Grants, SFY 1997.
4. Approval of strategic plan for the 1997-2001 period.
5. Review of special projects to be submitted to Legislative Budget
Board and Governor’s Office of Budget and Planning.
7. Director’s report.
Contact: Nancy Webb, P.O. Box 12927, Austin, Texas 78711, (512)
463-5460, email nancy.webb@tsl.state.tx.us.
Filed: May 15, 1996, 11:36 a.m.
TRD-9606713
♦ ♦ ♦
Texas Municipal Retirement System
Saturday, June 15, 1996, 9:00 a.m.
Texas Municipal Retirement System, 1200 North IH 35
Austin
Regular Meeting, Board of Trustees
AGENDA:
To hear and approve minutes of the regular March 30, 1996,
meeting; review and approve service retirements, disability retire-
ments; review and approve extended supplemental death benefits
coverage; supplemental death benefits payments; consider, review
and act on financial statements; consider and act on 1995 audit and
recommendations in auditor’s management letter; consider and act
on 1995 annual report; consider and act on proposed rules changes
concerning §121.7 practice and procedures regarding claims; §123.5
calculation or types of benefits, §§129.3, 129.6, 129.7, 129.9 and
129.10 qualified domestic relations orders, new §129.13 and
§129.14 qualified domestic relations orders; consider and act on the
appointment of a retiree to the advisory committee on retirement
matters; staff reports; report by legal counsel; consider any other
business to come before the board.
Contact: Gary W. Anderson, P.O. Box 149153, Austin, Texas
78714-9153, (512) 476-7577.
Filed: May 16, 1996, 11:21 a.m.
TRD-9606839
Friday, June 14, 1996, 10:00 a.m.
Texas Municipal Retirement System, 1200 North IH 35
Austin
Joint Meeting, Board of Trustees and Advisory Committee on
Retirement Matters
AGENDA:
Consider and act on 1995 actuarial valuation and approval of 1997
city contributions rates and supplemental death benefits contribution
rates; receive status report from actuary on comprehensive review of
TMRS; adjourn meeting to continue 9:00 a.m., Saturday, June 15,
1996.
Contact: Gary W. Anderson, P.O. Box 149153, Austin, Texas
78714-9153, (512) 476-7577.
Filed: May 16, 1996, 11:20 a.m.
TRD-9606838
♦ ♦ ♦
Texas Natural Resource Conservation Com-
mission
Wednesday, May 29, 1996, 10:00 a.m.
12124 Park 35 Circle, Building C, Room 308E
Austin
AGENDA:
The Texas Natural Resource Conservation Commission (TNRCC)
has referred this matter to the State of Administrative Hearings
(SOAH). Notice of public hearing on assessment of administrative
penalties and requiring certain actions of Texas by-products, incor-
porated, SOAH Docket Number 582-96-0823.
Contact: Thomas Corwin, P.O. Box 13087, Austin, Texas 78711,
(512) 239-3400.
Filed: May 17, 1996, 8:36 a.m.
TRD-9606890
Tuesday, June 4, 1996, 10:00 a.m.
Stephenville City Hall-City Council Room, 354 North Belknap
Stephenville <p>AGENDA:
For a hearing before an administrative law judge of the State Office
of Administrative Hearings on a petition filed with the Texas
Natural Resource Conservation Commission by Eugene Wells doing
business as Graham Meadow Water Works to discontinue water
utility service and cancel its certificate of convenience and necessity
for its service area which is located in Erath County, Texas. The
service area is located approximately 11 miles north of downtown
Stephenville, Texas and is generally bounded on the east by State
Highway 108, and as specified in detail maps filed with the Com-
mission and available for review at the utility’s office at 4615
Interstate Highway 20 West, Arlington, Texas 76016. The total area
being requested includes five current customers. SOAH Docket
Number 585-96-0796.
Contact: Sara Prior, P.O. Box 13025, Austin, Texas 78711-3025,
(512) 475-3445.
Filed: May 16, 1996, at 10:57 a.m.
TRD-9606819
Thursday, June 6, 1996, 10:00 a.m.
Building B-Room 1014A, 12124 Park 35 Circle (TNRCC Complex)
Austin
AGENDA:
For a hearing an administrative law judge of the State Office of
Administrative Hearings on the following applications filed with the
Texas Natural Resource Conservation Commission:
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Pine Prairie Water Supply Corporation has applied to change its
name to Walker county rural Water Supply Corporation and to
amend its water Certificate of Convenience and Necessity (CCN)
Number 11304 to provide water utility service in Walker County,
Texas. The proposed utility service area is located approximately
two miles north of downtown Huntsville, Texas and is generally
bounded on the east by Parker Creek, on the north and west by the
Walker County line and on the southwest by Robinson Creek. The
total area being requested includes approximately 214,500 acres a
and 1,950 current customers. SOAH Docket Number 582-96-0505.
City of Huntsville has applied for a Certificate of Convenience and
Necessity to provide water utility service in Walker County, Texas.
The proposed utility service area is located in and around the City of
Huntsville, Texas and is generally bounded on the north by the
Trinity River, on the east by the Livingston Reservoir, Harmon
Creek and FM Roads 2929 and 2296, on the south by FM Road
1374 and on the west by FM Road 2550 and State Highway 75. the
total area being requested includes approximately 182,085 acres and
8,000 current customers, SOAH Docket Number 582-96-0735.
The proposed service areas for both applications overlap, and each
applicant has protested the other’s application. The Commission has
requested that both cases be consolidated for the hearing; the Ad-
ministrative Law Judge will decide whether or not to consolidate the
cases at the hearing.
Contact: Sara Prior, P.O. Box 13025, Austin, Texas 78711-3025,
(512) 475-3445.
Filed: May 17, 1996, 8:56 a.m.
TRD-9606894
♦ ♦ ♦
Texas Natural Resource Conservation Com-
mission, Galveston Bay Estuary Program
Tuesday, May 28, 1996, at 9:30 a.m.
2700 Bay Area Boulevard, Bayou Building, Forest Room
Houston
Galveston Bay Area Council
AGENDA:
I. Call to Order and Introductions
* New Galveston Bay Estuary Program Staff
II. Central Business
* Approval of Minutes
* Update on TMDL Development for Metals in Houston Ship
Channel
* Subcommittee Reports
* Consideration of EPA-Required Workplans for Grant Approval
III. New Business
* Invitation for Presentation of Grant Proposals for Advisory Coun-
cil Endorsement/Support
IV. Announcements and Events Update
* Area Governor’s Awards Recipients
* Bay Day Volunteer Opportunities
* Bay Day Gala
* Other
V. Adjourn
* Next Meetings Scheduled
Contact: Marilyn D. Browning, 711 West Bay Area Boulevard,
Suite 210, Webster, Texas 77598, (713) 332-9937.
Filed: May 15, 1996, at 1:46 p.m.
TRD-9606718
♦ ♦ ♦
Texas Department of Protective and Regula-
tory Services
Friday, May 24, 1996, 9:30 a.m.
701 West 51st Street, Public Hearing Room, Room 125-E
Austin
Texas Board of Protective and Regulatory Services
AGENDA:
1. Call to order. 2. Reading, correction, and approval of minutes of
March 22, 1996. 3. Presentation of check by Norwest Bank of
Lubbock. 4. Recognition of MRMR and PRS Staff. 5. Public
testimony. 6. Report by the chairman. 7. Report by the executive
director. 8. Recognition of Steiner Foster Family. 9. Staff reports. a.
Budget/finance staff update. b. Child and Adult Protective System
staff update. c. Program management update. d. Internal audit up-
date/contracts. 10. Old business. a. Consideration and approval to
publish proposed legislative changes and definitions to the Adult
Protective Services Handbook. b. Consideration and adoption of
Revised Minimum Standards for Child Placing Agencies. c. Consid-
eration and adoption of maternity home rules regarding Minimum
Standards and Licensing. 11. Executive session under V.T.C.A. ,
Government Code, §551.074 to deliberate the duties of public
officials. 12. Action, if any resulting from Executive Session. 13.
Adjourn.
Contact: Virginia Guzman, P.O. Box 149030, Mail Code E-554,
Austin, Texas 78714-9030.
Filed: May 16, 1996, 8:31 a.m.
TRD-9606754
♦ ♦ ♦
Public Utility Commission of Texas
Tuesday, May 28, 1996, 10:00 a.m.
7800 Shoal Creek Boulevard
Austin
AGENDA:
The Commissioners will have a Work Session/Workshop at the
above date and time for discussion and possible action on agency
administrative procedures; project assignments; correspondence;
staff reports, Budget, fiscal matters and strategic planning; Commis-
sion’s response to the Federal Telecommunications Act of 1996,
including but not limited to actions taken by the Federal Communi-
cations Commission; Filings submitted to the commission under
Title I of the Federal Telecommunications Act of 1996; Electric
Industry Competition Issues and Telecommunications Industry Com-
petition Issues; Project Number 1500 (Electric Industry Restructur-
ing), Project Number 15001 (Stranded Costs or Excess Costs Over
Market) and Project Number 15002 (Scope of Competition in the
Electric Industry in Texas); Reply comments to the FCC in CC
Docket Number 96-98.
Contact: Paula Mueller, 7800 Shoal Creek Boulevard, Austin,
Texas 78757, (512) 458-0100.
Filed: May 20, 1996, 8:46 a.m.
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TRD-9606863
Monday, June 3, 1996, 10:00 a.m.




A prehearing conference has been scheduled in Docket Number
15736-Application of Guadalupe-Blanco River Authority for recon-
ciliation of Costs of the Canyon Hydro-Electric Division of Fiscal
Year 1995 and Request to Consolidate with Application for Recon-
ciliation of Costs for Fiscal Year 1994.
Contact: Paula Mueller, 7800 Shoal Creek Boulevard, Austin,
Texas 78757, (512) 458-0100.
Filed: May 16, 1996, 4:33 p.m.
TRD-9606886
♦ ♦ ♦
Texas Real Estate Research Center
Thursday, June 7, 1996, 1:00 p.m.





2) Approval of Minutes
3) Current Budget Report
4) Review and Approval of 1996-1997 Recommended Budget
5) Date of Next Meeting




Contact: R. Malcolm Richards, Real Estate Center, Texas A&M
University, College Station, Texas 77843-2115, (409) 845-9691.
Filed: May 16, 1996, 10:20 a.m.
TRD-9606761
♦ ♦ ♦
The Texas A&M University System, Board of
Regents
Thursday, May 23, 1996, 10:30 a.m.
Founder’s Room, Lewis Hall, 855 University Boulevard, Texas
A&M University-Kingsville
Kingsville
Committee for Academic Campuses
AGENDA:
Consideration, Action and Vote on the Following: Create Center for
the Humanities, TAMU, Establish Intercollegiate Athletic Program,
TAMU-CC; Approval of Sports Team and Mascot, TAMU-CC;
Approval of OFF-Campus Degree Programs and Associated Fees,
Fort Hood Initiative, TAMUS
Discussion and Review: Mission Statements, tables of Program,
Enrollment Management Plans and Admission Requirements for all
TAMUS Universities, Proposals for Bachelor of Science Degree in
Chemistry, Master of Arts Degree in Political Science, and Bachelor
of Science Degree in Kinesiology at TAMU
Report: Post Tenure Review Forum held at TAMU-K
Contact: Vickie Running, Executive Secretary of the Board, The
Texas A&M University System, College Station, Texas 77843,
(409) 845-9600.
Filed: May 17, 1996, 3:44 p.m.
TRD-9606945
Thursday, May 23, 1996, 1:00 p.m. (or upon adjournment or
recess of meeting of Committee for academic Campuses)
Founder’s Room, Lewis Hall, 855 University Boulevard, Texas
A&M University-Kingsville
Kingsville
Facilities Planning and Building Committee
AGENDA:
Consideration, Action and Vote on the Following: Appropriation for
Design and Selection of Project Architect/Engineer for the Renova-
tion of Manning Hall and Nierman Hall, TAMU-K; Appropriation
for Detailed Design for the University Center, TAMU-CC; Appro-
priation for Preliminary Design and Selection of the Project Archi-
tect/Engineer for the West Campus Parking Garage, TAMU; Initia-
tion of Project for the Recreational Sport Club and Polo Field,
TAMU; Approval of Design Schematics for the TAMU Develop-
ment Foundation Building, TAMU.
Report: Delegation of Authority on Construction Projects, Status of
System Construction Project and Status of Projects Under Construc-
tion.
Contact: Vickie Running, Executive Secretary of the Board, The
Texas A&M University System, College Station, Texas 77843,
(409) 845-9600.
Filed: May 17, 1996, 3:50 p.m.
TRD-9606953
Thursday, May 23, 1996, 2:15 p.m. (or upon adjournment of
meeting of Facilities Planning and Building Committee) Recon-
vene May 24, 1996, 8:00 a.m.





Consider, Action and Vote on the Following: Create Center for the
Humanities, TAMU, Establish Intercollegiate Athletic Program,
TAMU-CC; Approval of Sports Team and Mascot, TAMU-CC;
Approve Off-Campus Degree Program and Associated Fees, Fort
Hood Initiative, TAMUS; Appropriation for Design and Selection of
Project Architect/Engineer for Renovation of Manning and Nierman
Halls, TAMU-K; Appropriation for Detailed Design for University
Center; TAMU-CC; Appropriation for Preliminary Design and Se-
lection of Project Architect/Engineer for West Campus Parking
Garage, TAMU; Initiate Project for Recreational Sport Club and
Polo Field, TAMU; Approve Design Schematics for TAMU Devel-
opment Foundation Building, TAMU; Approve Minutes; Name Fa-
cilities at TAMU and PVAMU; Adopt Resolution Recognizing
Retirement and Conferring Title of Emeritus upon Bruce Miles;
Approve New and Revised Policies for TAMUS; Appoint Dean for
the College of Arts and Humanities, TAMU; Award Honorary
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Doctor of Science Degree to Paul Erdos, TAMU; Adopt Resolution
for Women’s Bowling Team WTAMU; Appoint Director of TFS;
Grant Emeritus Titles; Grant Tenure; Confirm Appointments and
Promotions; Appoint Peace Officer, TFS; Approve Cable Television
Program Service Contract, TAMU; Confirm Contract for Kyle Field
Football Stadium Large Screen Video Display System, TAMU;
Appropriation to Purchase Equipment for Jernigan Library Automa-
tion Project, TAMU-K; Approve Local Depository for TAMIU;
Accept Report of Appropriations by the Chancellor or CEO’s;
Accept Report Construction Contract Actions by the Chancellor or
CEO’s Accept Gifts, Grants, Loans and Bequests; Confirm Vending
Machine Contracts, TAMUG; Accept Bequest of Land from Estate
of James D. Dye to TAMU, Zapata County; Accept Gift of Land
from Robert L. Nichols to TFS, Cherokee County; Accept Gift of
Land from Dora Lee Langdon, John Landgdon and the Chrysalis
Foundation to TSU, Hood County.
Reports: Overview of System Activities and Overview of Programs
and Activities at TAMU-K; Report on Demographics of the State of
Texas as Part of the System’s Strategic Plan.
Closed Session Discussion Items: Consultation with System Attor-
neys on Pending and Proposed Litigation and Matters Recognized as
Attorney-Client Confidential and Privileged; Matters Involving the
Appointment, Employment, Evaluation, Reassignment, Duties, Dis-
cipline, or Dismissal, or to Hear Complaints or Charges Against an
Officer or Employee; Appointment of Director of the Texas Forest
Service; Appointment of Dean for College of Arts and Humanities at
Texas A&M International University; Interview Finalists for the
Position of President of Texas A&M International University.
Contact: Vickie Running, Executive Secretary of the Board, The
Texas A&M University System, College Station, Texas 77843,
(409) 845-9600.
Filed: May 17, 1996, 3:17 p.m.
TRD-9606940
Friday, May 24, 1996, 11:00 a.m. (or upon adjournment or
recess of the Board meeting)





Consideration, Action and Vote on the Following: Approval of
Minutes; Naming of Facilities at TAMU and PVAMU; Adoption of
Resolution Recognizing Retirement and Conferring the Title of
Emeritus upon Bruce Miles; Approval of New and Revised Policies
for TAMUS; Appointment of Dean for the College of Arts and
Humanities, TAMU; Awarding of Honorary Doctor of Science
Degree to Paul Erdos, TAMU; Adoption Resolution Expressing
Appreciation to 1995-1996 Women’s Bowling Tram, WTAMU;
Appointment of Director of the Texas Forest Service; Granting of
Emeritus Titles; Granting of Tenure; Confirmation of Appointments
and Promotions; Appointment of Peace Officer, TFS
Contact: Vickie Running, Executive Secretary of the Board, The
Texas A&M University System, College Station, Texas 77843,
(409) 845-9600.
Filed: May 17, 1996, 3:22 p.m.
TRD-9606941
Friday, May 24, 1996, 2:00 p.m. (or upon adjournment or recess
of the meeting of the Executive Committee)
Founder’s Room, Lewis Hall, 855 University Boulevard, Texas
A&M University-Kingsville
Kingsville
Committee for Service Units
AGENDA:
Presentation of the 1996 Texas Fire Siege.
Contact: Vickie Running, Executive Secretary of the Board, The
Texas A&M University System, College Station, Texas 77843,
(409) 845-9600.
Filed: May 17, 1996, 3:22 p.m.
TRD-9606943
Friday, May 24, 1996, 2:30 p.m. (or upon adjournment or recess
of the meeting of the Committee for Service Units)
Founder’s Room, Lewis Hall, 855 University Boulevard, Texas
A&M University-Kingsville
Kingsville
Finance and Audit Committee
AGENDA:
Consideration, Action and Vote on the Following: Approval of
Cable Television Program Service Contract; TAMU; Confirmation
of Contract for Kyle Field Football Stadium Large Screen Video
Display System, TAMU; Appropriation to Purchase Equipment for
the Jernigan Library Automation Project, TAMU-K; approval of
Local Depository for TAMU; Acceptance of Report of Appropria-
tions by the Chancellor or Chief Executive Officers; Acceptance of
Report of Construction Contract Actions by the Chancellor or Chief
Executive Officers; Acceptance of Gifts, Grants, Loans, and Be-
quests; Confirmation of Vending Machine Contracts, TAMUG.
Contact: Vickie Running, Executive Secretary of the Board, The
Texas A&M University System, College Station, Texas 77843,
(409) 845-9600.
Filed: May 17, 1996, 3:22 p.m.
TRD-9606942
Friday, May 24, 1996, 2:45 p.m. (or upon recess or adjournment
of meeting of the Finance and Audit Committee)
Founder’s Room, Lewis Hall, 855 University Boulevard, Texas
A&M University-Kingsville
Kingsville
Committee for Land and Mineral Resources
AGENDA:
Consideration, Action and Vote on the Following: Accept Bequest
of Land from Estate of James D. Dye to TAMU, Zapata County,
Accept Gift of Land from Robert L. Nichols to the Texas Forest
Service, Cherokee County, Accept Gift of Land with Improvements
from Dora Lee Langdon, John Langdon and the Chrysalis Founda-
tion to TSU, Hood County.
Contact: Vickie Running, Executive Secretary of the Board, The
Texas A&M University System, College Station, Texas 77843,
(409) 845-9600.
Filed: May 17, 1996, 3:22 p.m.
TRD-9606944
♦ ♦ ♦
University of Houston System
Friday, May 24, 1996, 8:00 a.m.
1600 Smith, Suite 3400, Conference Room One, UH System Offices
Houston
Special Called Finance and Audit Committee
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AGENDA:
To discuss and/or approve the following:
Fiscal Year 1997 Operating Budget and Executive Session
Contact: Peggy Cervenka, 1600 Smith, Suite 3400, Houston, Texas
77002, (713) 754-7440.




Friday, May 17, 1996, 8:30 a.m.





AA. Alleged Violation of Eligibility Rules, Changing School for
Athletic Purposes, Student Representative, Eagle Pass High School.
Reason for Emergency: Eligibility status of student will determine
which team will advance in playoff game May 17, 1996.
Contact: C. Ray Daniel, 3001 Lake Austin, Boulevard, Austin,
Texas 78705, (512) 471-5883.
Filed: May 16, 1996, 3:17 p.m.
TRD-9606875
♦ ♦ ♦
UT M.D. Anderson Cancer Center
Tuesday, May 21, 1996, 9:00 a.m.
1515 Holcombe Boulevard, Room B8.4344
Houston
AGENDA:
Review of Protocols for Animal Care and Use and Modifications
thereof.
Contact: Anthony Mastromarino, Ph.D., 1515 Holcombe Boule-
vard, Houston, Texas 77030, (713) 792-3220.




Meetings Filed May 15, 1996
The Brazos River Authority Board of Directors met at the
Wyndham Austin Hotel at Southpark, 4140 Governor’s Row,
Austin, May 22, 1996, at 7:00 p.m. Information may be obtained
from Mike Bukala, P.O. Box 7555, Waco, Texas 76714-7555, (817)
776-1441. TRD-9606734.
The Brazos River Authority Board of Directors met at the LCRA
Riverside Conference Center, 1405 Willow Street, Bastrop, May 23,
1996, at 9: 00 a.m. Information may be obtained from Mike Bukala,
P.O. Box 7555, Waco, Texas 76714-7555, (817) 776-1441. TRD-
9606735.
The Cash Water Supply Corporation Board of Directors met at
the Corporation Office, FM 1564 at Highway 34, Greenville, May
20, 1996, at 7:00 p. m. Information may be obtained from Eddy W.
Daniel, P.O. Box 8129, Greenville, Texas 75404-2695, (903)
883-2695. TRD-9606719.
The Coastal Bend Council of Governments Membership/Board
will meet at 2910 Leopard Street, Corpus Christi, May 24, 1996, at
2:00 p.m. Information may be obtained from John P. Buckner, P.O.
Box 9909, Corpus Christi, Texas 78469, (512) 883-5743. TRD-
9606724.
The Elm Creek WSC Board met at 508 Avenue E, Moody, May
20, 1996, at 7:00 p.m. Information may be obtained from Debra
Williams, 508 Avenue E, Moody, Texas 76557, (817) 853-3838.
TRD-9606736.
The Gregg Appraisal District Board of Directors met at 2010
Gilmer Road, Longview, May 21, 1996, at 11:00 a.m. Information
may be obtained from William, T. Carroll, 2010 Gilmer Road,
Longview, Texas 75604, (903) 759-0015. TRD-9606720.
The Hansford County Appraisal District Appraisal Review Board
met at 709 West Seventh, Spearman, May 22, 1996, at 9:00 a.m.
Information may be obtained from Alice Peddy, P.O. Box 519,
Spearman, Texas 79081, (806) 659-5575. TRD-9606711.
The Limestone County Appraisal District Board of Directors met
200 West State Street, LCAD Office, Ground Floor, County Court-
house, Groesbeck, May 21, 1996, at 1:30 p.m. Information may be
obtained from Karen Wietzikoski, P.O. Drawer 831, Groesbeck,
Texas 76642, (817) 729-30089. TRD-9606727.
The Nortex Regional Planning Commission North Texas Private
Industry Council will meet 4309 Jacksboro Highway, Suite 200,
Wichita Falls, May 29, 1996, at 12:15 p.m. Information may be
obtained from Kelly Couch, 3917 Texas, Vernon, Texas 76384,
(817) 322-5281. TRD-9606721.
The North Central Texas Council of Governments Executive
Board met at the Centerpoint Two, 616 Six Flag Drive, Second
Floor, Arlington, May 23, 1996, at 12:45 p.m. Information may be
obtained from Edwina J. Shires, P.O. Box 5888, Arlington, Texas
76005-5888, (817) 640-3300. TRD-9606750.
The Rusk County Appraisal District Board of Directors met at
107 North Van Buren, Henderson, May 23, 1996, at 1:30 p.m.
Information may be obtained from Melvin R. Cooper, P.O. Box 7,
Henderson, Texas 75653-0007, (903) 657-9697. TRD-9607515.
The San Antonio-Bexar County Metropolitan Planning Organi-
zation (Revised Agenda.) Transportation Steering Committee may
meet at the International Conference Center of the Convention
Center Complex, San Antonio, May 20, 1996, at 1:30 p.m. Informa-
tion may be obtained from Charlotte A. Roszelle, 603 Navarro, Suite
904, San Antonio, Texas 78205, (210) 227-8651. TRD-9606722.
The San Antonio-Bexar County Metropolitan Planning Organi-
zation (Revised Agenda.) Transportation Steering Committee may
meet at the International Conference Center of the Convention
Center Complex, San Antonio, May 20, 1996, at 1:30 p.m. Informa-
tion may be obtained from Charlotte A. Roszelle, 603 Navarro, Suite
904, San Antonio, Texas 78205, (210) 227-8651. TRD-9606716.
The West Central Texas Council of Governments Executive
Committee Meeting met at 1025 East North Tenth Street, Abilene,
May 22, 1996, at 12:45 p.m. Information may be obtained from
Brad Helbert, 1025 East North Tenth Street, Abilene, Texas 79601,
(915) 672-8544. TRD-9606726.
♦ ♦ ♦
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Meetings Filed May 16, 1996
The Austin Travis County MHMR Center Finance and Control
Committee met at 14030 Collier Street, Austin, May 21, 1996, at
Noon. Information may be obtained from Sharon Taylor, 1430
Collier Street, Austin, Texas 78704, (512) 447-4141. TRD-9606887.
The Bell County Tax Appraisal District Board of Directors met at
411 East Central Avenue, Belton, May 22, 1996, at 7:00 p.m.
Information may be obtained from Mike Watson, P.O. Box 390,
Belton, Texas 76513, (817) 939-5841. TRD-9606866.
The Burke Center Board of Trustees will meet at 4101 South
Medford Drive, Lufkin, May 28, 1996, at 1:00 p.m. Information may
be obtained from Sandra J. Vann, 4101 South Medford Drive,
Lufkin, Texas 75901, (409) 696-1141. TRD-9606872.
The Center Texas Council of Governments Executive Committee
met at 302 East Central Avenue, Belton, May 23, 1996, at 11:30
a.m. Information may be obtained from A. C. Johnson, 302 East
Central Avenue, Belton, Texas 76513, (817) 939-1801. TRD-
9606820.
The Comal Appraisal District Board of Director met at 178 East
Mill Street, New Braunfels, May 20, 1996, at 5:30 p.m. Information
may be obtained from Lynn E. Rodgers, P.O. Box 311222, New
Braunfels, Texas 787131-1222, (210) 625-8597. TRD-9606870.
The Community Action Committee of Victoria, Texas Board of
Directors Executive Committee Meeting met at 1501 North DeLeon
Suite A, Victoria, May 20, 1996, at 10:00 a.m. Information may be
obtained from Lisa Wiest, 1501 North DeLeon Suite A, Victoria,
Texas 77902-2142, (512) 578-2989. TRD-9606883.
The Dallas Housing Authority Dallas Housing Authority Board of
Commissioners met at the Forest Green Manor Housing Develop-
ment, 9730 Shephard Road, Dallas, May 23, 1996, at 4:00 p.m.
Information may be obtained from Elizabeth S. Horn, 3939 North
Hampton Road, Dallas, Texas 75212, (214) 951-8305. TRD-
9606885.
The Eastland County Appraisal District Appraisal Review Board
will meet at 100 Main, Eastland County Courthouse, Eastland, May
30, 1996, at 10:00 a.m. Information may be obtained from Steve
Thomas, 914 Eastland, Texas 76448, (817) 629-8597. TRD-
9606758.
The Education Service Center, Region IX (Rescheduled From
May 31, 1996.) Board of Director met at 301 Loop 11, Wichita
Falls, May 21, 1996, at 12:30 p.m. Information may be obtained
from Jim O. Rogers, 301 Loop 11, Wichita Falls, Texas 76305,
(817) 322-6928. TRD-9606865.
The Education Service Center, Region XIII Board of Directors
met at 5701 Springdale Road, Room H, Austin, May 22, 1996, at
1:00 p.m. Information may be obtained from Dr. Roy C. Benavides,
5701 Springdale Road, Austin, Texas 78723, (512) 919-5300. TRD-
9606840.
The Grayson Appraisal District Appraisal Review Board will meet
at 205 North Travis, Sherman, June 6, 1996, at 10:00 a.m. Informa-
tion may be obtained from Angie Keeton, 205 North Travis, Sher-
man, Texas 75090, (903) 893-9673. TRD-9606803.
The Houston-Galveston Area Council (Revised Agenda.) Board
of Directors Meeting met at 3555 Timmons Lane, Conference A,
Second Floor, Houston, May 21, 1996, at 10:00 a.m. Information
may be obtained from Cynthia Marquez, P.O. Box 22777, Houston,
Texas 77227, (713) 627-3200. TRD-9606882.
The Lamar County Appraisal District Board of Directors met at
521 Bonham, Paris, May 21, 1996, at 4:00 p.m. Information may be
obtained from Joe A. Welch, P.O. Box 400, Paris, Texas 75460,
(903) 785-7822. TRD-9606755.
The Leon County Central Appraisal District Board of Directors
met at 103 North Commerce-Corner Highway 7 and 75 Gresham
Building, Centerville, May 20, 1996, at 7:00 p.m. Information may
be obtained from Jeff Beshears, P.O. Box 536, Centerville, Texas
75833-0536, (903) 536-2252. TRD-9606752.
The Liberty County Central Appraisal District Board of Direc-
tors met 315 Main Street, Liberty, May 22, 1996, at 9:30 a.m.
Information may be obtained from Sherry Greak, P.O. Box 10016,
Liberty, Texas 77575, (409) 336-5722. TRD-9606756.
The MHMR Authority of Brazos Valley Budget/Personnel Com-
mittee met at 1504 South Texas Avenue, Bryan, May 23, 1996, at
Noon. Information may be obtained from Leon Bawcom, P.O. Box
4588, Bryan, Texas 77802, (409) 822-6467. TRD-9606877.
The MHMR Authority of Brazos Valley Board of Trustees 1504
South Texas Avenue, Bryan, May 23, 1996, at 1:00 p.m. Informa-
tion may be obtained from Leon Bawcom, P.O. Box 4588, Bryan,
Texas 77802, (409) 822-6467. TRD-9606878.
The North Central Texas Council of Governments (Revised
Agenda.) Executive Board met at the Centerpoint Two, 616 Six
Flags Drive, Second Floor, Arlington, May 23, 1996, at 12:45 p.m.
Information may be obtained from Edwina J. Shires, P.O. Box 5888,
Arlington, Texas 76005-5888, (817) 640-3300. TRD-9606876.
The Panhandle Regional Planning Commission Board Directors
met at 415 West Eighth Avenue, Amarillo, May 23, 1996, at 1:30
p.m. Information may be obtained from Rebecca Rusk, P.O. Box
9257, Amarillo, Texas 79105, (806) 372-3381. TRD-9606884.
The Riceland Regional Mental Health Authority Joint Hospital
Committee met at 3007 North Richmond Road, Wharton, May 23,
1996, at 10:30 a.m. Information may be obtained from Marjorie
Dornak, P.O. Box 869, Wharton, Texas 77488, (409) 532-3098.
TRD-9606873.
The Riceland Regional Mental Health Authority Board of Trust-
ees met at 3007 North Richmond Road, Wharton, May 23, 1996, at
Noon. Information may be obtained from Marjorie Dornak, P.O.
Box 869, Wharton, Texas 77488, (409) 532-3098. TRD-9606874.
The Rockwall County Central Appraisal District Board of Direc-
tors met at 106 North San Jacinto, Rockwall, May 21, 1996, at 7:30
p.m. Information may be obtained from Ray E. Helm, 106 North,
San Jacinto, Rockwall, Texas 75087, (214) 771-2034. TRD-
9606871.
The Tarrant Appraisal District Board of Directors will meet at
2301 Gravel Road, Fort Worth, May 24, 1996, at 9:00 a.m. Informa-
tion may be obtained from Mary McCoy, 2315 Gravel Road, Fort
Worth, Texas 76118, (817) 284-0024. TRD-9606868.
The Transportation Study US 290/Loop 1 Task Force met at
Municipal Annex Building, Second and Lavaca Street, First Floor,
Large Conference, Room 140, Austin, May 21, 1996, at 9:00 a.m.
Information may be obtained from Michael R. Aulick, 301 West
Second Street, Austin, Texas 78701, (512) 499-2275. TRD-9606802.
The Trinity River Authority of Texas Central Regional Wastewa-
ter System Right-of-Way Committee met at 5300 South Collins
Street, Arlington, May 23, 1996, at 10:30 a.m. Information may be
obtained from James L. Murphy, P.O. Box 60, Arlington, Texas
76004, (817) 467-4343. TRD-9606869.
The West Central Texas Municipal Water District met at 410
Hickory, Abilene, May 22, 1996, at 9:30 a.m. Information may be
obtained from David Bell, P.O. Box 2362, Abilene, Texas 79604,
(915) 673-8254. TRD-9606849.
♦ ♦ ♦
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Meetings Filed May 17, 1996
The Alamo Area Council of Governments Rural Area Judges met
at 118 Broadway, Suite 400, San Antonio, May 22, 1996, at 11:00
a.m. Information may be obtained from Al J. Notzon, III, 118
Broadway, Suite 400, San Antonio, Texas 78205, (210) 225-5201.
TRD-9606904.
The Alamo Area Council of Governments Community Affairs
Committee met at 118 Broadway, Suite 400, San Antonio, May 22,
1996, at 12:30 p.m. Information may be obtained from Al J. Notzon,
III, 118 Broadway, Suite 400, San Antonio, Texas 78205, (210)
225-5201. TRD-9606905.
The Alamo Area Council of Governments Board of Directors met
at 118 Broadway, Suite 400, San Antonio, May 22, 1996, at 1:30
p.m. Information may be obtained from Al J. Notzon, III, 118
Broadway, Suite 400, San Antonio, Texas 78205, (210) 225-5201.
TRD-9606906.
The Atascosa County Appraisal District Board of Directors will
meet at Fourth and Avenue J, Poteet, May 24, 1996, at 9:00 a.m.
Information may be obtained from Curtis Stewart, P.O. Box 139,
Poteet, Texas 78065, (210) 742-3591. TRD-9606957.
The Bosque County Central Appraisal District Board of Directors
met at 202 South Highway 6, Meridan, May 23, 1996, at 7:30 p.m.
Information may be obtained from Janice Henry, P.O. Box 393,
Meridian, Texas 76665-0393, (817) 435-2304. TRD-9606938.
The Community Action Committee of Victoria, Texas Board of
Directors Meeting and Finance Committee Meeting met at 1501
North DeLeon, Suite A, Victoria, May 23, 1996, at 7:30 p.m.
Information may be obtained from 1501 North DeLeon Suite A,
Victoria, Texas 77902-2142, (512) 578-2989. TRD-9606956.
The Dallas Area Rapid Transit Administrative Law Judge Ad Hoc
Meeting met at 1401 Pacific, Dallas, Conference Room B, First
Floor, Dallas, May 21, 1996, at 11:30 a.m. Information may be
obtained from Paula J. Bailey, DART, P.O. Box 660163, Dallas,
Texas 7566-0163, (214) 749-3256. TRD-9606939.
The Deep East Texas Council of Governments Public Meeting for
Selection of Minority REP to Serve on the DETCOG Board will
meet at the Commissioner Courtroom, San Jacinto County Court-
house, Coldsprings, May 30, 1996, at 5:30 p.m. Information may be
obtained from Rusty Phillips, 274, East Lamar Street, Jasper, Jasper
County, Texas 75951, (409) 384-5704. TRD-9606898.
The Denton Central Appraisal District Appraisal Review Board
will meet at 3911 Morse Street, Denton, May 28, 1996, at 9:00 a.m.
Information may be obtained from Kathy Williams, P.O. Box 2816,
Denton, Texas 76202-2816, (817) 566-0904. TRD-9606889.
The Education Service Center, Region XI Board of Directors will
meet at 3001 North Freeway, Fort Worth, May 28, 1996, at Noon.
Information may be obtained from Dr. Ray L. Chancellor, 3001
North Freeway, Fort Worth, Texas 76106, (817) 625-5311. TRD-
9606902.
The Edwards CAD Appraisal Review Board meet at 408 Austin
Street, Annex Building, Rocksprings, May 22, 1996, at 1:30 p.m.
Information may be obtained from Wiley Rudasill, P.O. Box 858,
Rocksprings, Texas 78880, (210) 683-4189. TRD-9606907.
The Golden Crescent Private Industry Council met at 2401
Houston Highway, Victoria, May 22, 1996, at 6:30 p.m. Information
may be obtained from Sandy Heiermann, 2401 Houston Highway,
Victoria, Texas 77901, (512) 576-5872. TRD-9606930.
The Jack County Appraisal District Board of Directors met at 210
North Church Street, Jacksboro, Jack County, May 21, 1996, at 7:00
p.m. Information may be obtained from Gary L. Zeitler or Victory
L. Easter, P.O. Box 958, Jacksboro, Texas 76458, (817)
567-6301. TRD-9606908.
The Johnson County Rural Water Supply Corporation Board
Meeting met at the Corporation Office, 2849 Highway 171 South,
Cleburne, May 21, 1996, at 6:00 p.m. Information may be obtained
from Peggy Johnson, P.O. Box 509, Cleburne, Texas 76033, (817)
45-6646. TRD-9606925.
The Lower Colorado River Authority Energy Operations Commit-
tee met at 3701 Lake Austin Boulevard, Hancock Building, Board
Room, Austin, May 22, 1996 and reconvening, if necessary, May
23, 1996 at 9:00 a.m. Information may be obtained from Glen E.
Taylor, P.O. Box 220, Austin, Texas 78767, (512) 473-3304. TRD-
9606948.
The Lower Colorado River Authority Land and Water Operations
Committee met at 3701 Lake Austin Boulevard, Hancock Building,
Board Room, Austin, May 22, 1996 and reconvening, if necessary,
May 23, 1996 at 9:00 a.m. Information may be obtained from Glen
E. Taylor, P.O. Box 220, Austin, Texas 78767, (512) 473-3304.
TRD-9606949.
The Lower Colorado River Authority Finance and Administration
Committee met at 3701 Lake Austin Boulevard, Hancock Building,
Board Room, Austin, May 22, 1996 and reconvening, if necessary,
May 23, 1996 at 9:00 a.m. Information may be obtained from Glen
E. Taylor, P.O. Box 220, Austin, Texas 78767, (512) 473-3304.
TRD-9606950.
The Lower Colorado River Authority Regional Development
Committee met at 3701 Lake Austin Boulevard, Hancock Building,
Board Room, Austin, May 22, 1996 and reconvening, if necessary,
May 23, 1996 at 9:00 a.m. Information may be obtained from Glen
E. Taylor, P.O. Box 220, Austin, Texas 78767, (512) 473-3304.
TRD-9606952.
The Lower Colorado River Authority Audit Committee met at
3701 Lake Austin Boulevard, Hancock Building, Board Room,
Austin, May 22, 1996 and reconvening, if necessary, May 23, 1996
at 9:00 a.m. Information may be obtained from Glen E. Taylor, P.O.
Box 220, Austin, Texas 78767, (512) 473-3304. TRD-9606951.
The Lower Colorado River Authority Planning and Public Policy
Committee met at 3701 Lake Austin Boulevard, Hancock Building,
Board Room, Austin, May 22, 1996 and reconvening, if necessary,
May 23, 1996 at 9:00 a.m. Information may be obtained from Glen
E. Taylor, P.O. Box 220, Austin, Texas 78767, (512) 473-3304.
TRD-9606947.
The Lower Colorado River Authority Board of Directors met at
3701 Lake Austin Boulevard, Hancock Building, Board Room,
Austin, May 22, 1996 and reconvening, if necessary, May 23, 1996
at 9:00 a.m. Information may be obtained from Glen E. Taylor, P.O.
Box 220, Austin, Texas 78767, (512) 473-3304. TRD-9606946.
The Lower Neches Valley Authority Board of Directors met at
7850 Eastex Freeway, Beaumont, May 21, 1996, at 10:30 a.m.
Information may be obtained from A. T. Hebert, Jr., P.O. Drawer
3464, Beaumont, Texas 77704, (409) 892-4011. TRD-9606931.
The Lower Rio Grande Valley Tech Prep Associate Degree
Consortium Board of Directors met at the Texas State Technical
College Conference Center, Corner Loop 499 and Oak Street, Har-
lingen, May 22, 1996, at Noon. Information may be obtained from
Pat Bubb TSTC Conference Center, Harlingen, Texas 78550-3697,
(210) 425-0729. TRD-9606899.
The Middle Rio Grande Development Council Middle Rio
Grande Development Council Budget Committee Meeting will meet
at Central Office Conference Room, 307 West Nopal Street, Carrizo
Springs, May 24, 1996, at 9:00 a.m. Information may be obtained
from Leodoro Martinez, Jr., P.O. Box 1199, Carrizo Springs, Texas
78834, (210) 876-3533. TRD-9606928.
The South Texas Private Industry Council Incorporated met at
901 Kennedy Street, Zapata, May 23, 1996, at 4:00 p.m. Information
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may be obtained from Myrna V. Herbst, P.O. Box 1757, Laredo,
Texas 78044-1757, (210) 722-0546. TRD-9606923.
The Wood County Appraisal District Board of Directors met at
210 Clark Street, (P.O. Box 518), Quitman, May 23, 1996, at 1:30
p.m. Information may be obtained from W. Carson or Lou Brooke,
P.O. Box 518, Quitman, Texas 75783-0518, (903) 763-4891. TRD-
9606924.
♦ ♦ ♦
Meetings Filed May 20, 1996
Central Plains Center for MHMR and SA Board of Trustees met
at 208 South Columbia, Plainview, May 23, 1996, at 6:00 p.m.
Information may be obtained from Ron Trusler, 2700 Yonkers,
Plainview, Texas 79072, (806) 293-2636. TRD-9606959.
The Falls County Appraisal District Appraisal Review Board will
meet at the Intersection of Highway 6 and 7, Falls County
Courthouse-First Floor, Marlin, May 29, 1996, at 9:00 a.m. Informa-
tion may be obtained from Joyce Collier, P.O. Box 430, Marlin,
Texas 76661, (817) 883-2543. TRD-9606987.
The Lampasas County Appraisal District Appraisal Review
Board will meet at 109 Eat Fifth Street, Lampasas, May 29, 1996, at
9:00 a.m. Information may be obtained from Katrina Perry, P.O.
Box 175, Lampasas, Texas 76550, (512) 556-8058. TRD-9606962.
The Upper Rio Grande Private Industry Council Upper Rio
Grande Private Industry Council Board met at 1155 Westmoreland,
Suite 211, El Paso, May 23, 1996, at 7:30 a.m. Information may be
obtained from Norman R. Haley, 1155 Westmoreland, Suite 235, El
Paso, Texas 79925, (915) 772-5627, Ext. 406. TRD-9606958.
♦ ♦ ♦
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INADDITION
The Texas Register is required by statute to publish certain documents, including applica-
tions to purchase control of state banks, notices of rate ceilings, changes in interest rate and
applications to install remote service units, and consultant proposal requests and awards.
To aid agencies in communicating information quickly and effectively, other information of
general interest to the public is published as space allows.
Texas Commission on Alcohol and
Drug Abuse
Notice of Intent to Contract
The Texas Commission on Alcohol and Drug Abuse
(TCADA), under the authority of the Texas Health and
Safety Code, Title 6, Subtitle B, Chapter 461, is seeking a
pharmacotherapy provider located in Harris County to
provide pharmacotherapy services effective September 1,
1996 through August 31, 1997. The current provider, Best
Recovery of Houston, will continue to provide services
through the current fiscal year. The purpose of this action
is to prevent the potential loss of methadone services in
the area.
TCADA is interested in seeking an incorporated private
non-profit, or public agency to provide the service. Orga-
nizations interested in applying and competing for these
funds shall consider and respond to the following: Eligible
providers are incorporated private non-profit or public
agencies in good standing with TCADA and other state
and federal agencies; The organization shall ensure that
the facility is currently licensed or in the process of being
licensed for Pharmacotherapy services by the Texas De-
partment of Health, the Drug Enforcement Administration,
the Food and Drug Administration and TCADA; Sufficient
capacity to provide services for 162 slots annually;
TCADA’s maximum rate of reimbursement is $8.00 per
day per client. Documentation to support costs up to the
maximum will be considered. Costs per day at a lower
level will be given favorable consideration. Subject to the
availability of federal funds, the available amount for
fiscal year 1997 is $473,040. The fiscal year 1996 amount
is to be determined and will be negotiated after TCADA
reviews costs necessary to start services with an effective
date of September 1, 1996.
Pursuant to an order entered May 12, 1996 by Judge John
D. Rainey, a contract with a pharmacotherapy provider in
Harris County is subject to cancellation without notice
should TCADA ultimately find that the previous contract
with Riverside General Hospital should not have been
terminated. Judge Rainey’s order expires at 6:05 p.m. on
May 22, 1996 unless otherwise extended by court order.
Qualified organizations with experience and capability in-
terested in receiving an application to apply shall submit a
letter of intent to: Steve Casillas, Assistant Deputy Direc-
tor for Funding, 710 Brazos Room 433, Austin, Texas
78701. The letter shall demonstrate how the organization
meets the requirements listed above and also demonstrate
experience and capability to provide the service. The letter
shall be received at TCADA no later than 5:00 p.m., May
28, 1996.
TCADA will screen applicants based on the information
contained in the letter of intent. Only those applicants with
documented capability and experience will be contacted. If
no eligible and capable organizations express an interest,
the current provider may be offered an award to provide
services for fiscal year 1997 through the Noncompetitive
Negotiation of Awards process. For further information,
please contact Heather Harris at (800) 832-9623 extension
6319 or (512) 867-6319.
Issued in Austin, Texas, on May 20, 1996.
TRD-9606980 Mark S. Smock
Assistant Deputy for Finance
Texas Commission on Alcohol and Drug
Abuse




The Texas Education Agency proposed new §§150.1001-
150.1006. The rules appeared in the April 30, 1996, issue
of the Texas Register (21 TexReg 3668).
On page 3660, an error as submitted appeared in
§150.1003(c)(8). In the second sentence, the word
"teacher" in the phrase "the teacher supervisor’s knowl-
edge of the occurrence" should be in the possessive form
"teacher’s."
On page 3705, two errors as published appeared in the
preamble to adopted new §61.2. The header information
for submission (containing the subchapter letter and title
and the citation for the section) is printed in the wrong
location in the preamble. The header should appear after
the public comments section of the preamble. Also, the
paragraph that specifies the statutory authority for the
action was omitted. The paragraph should read as follows.
"The new section is adopted under the Texas Education
Code, §11.352, which authorizes the State Board of Edu-
cation to adopt rules for the governance of a special-
purpose district."
The Texas Education Agency adopted the repeal to
§§33.1, 33.5, 33.10, 33. 15, 33.20, 33.25, 33.30, 33.35,
33.40, 33.45, 33.50, 33.55, 33.60, and 33.65. The rules
appeared in the May 7, 1996, issue of the Texas Register
(21 TexReg 3937).
On page 3937, an error as published appeared in the
signature block. The title of the certifying official is
incorrectly identified as "Assistant Commissioner, Policy
Planning and Research." The correct title is "Associate
Commissioner, Policy Planning and Research."
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On page 3937 an error as submitted appeared in the
preamble. The preamble states incorrectly that §§33.5,
33.10, 33.40, 33.45, and 33.60 are adopted without
changes to the proposed text as published in the February
2, 1996, issue of the Texas Register (20 TexReg 533). The
preamble should state that the sections are adopted with
changes. Following is a list of changes adopted in each of
the sections.
In §33.5(g), the following catchline was added to comply
with Texas Register style guidelines: "Solicitation of sup-
port."
The first word in §33.10(b)(1), "Specify," was lowercased
to correct an editorial error.
In §33.40(c)(3), the following catchline was added to
comply with Texas Register style guidelines: "Relationship
with historically underutilized business."
In §33.45(4), the following catchline was added to comply
with Texas Register style guidelines: "Reporting to
SBOE."
In §33.60(5), the word "or" was deleted from
subparagraph (D), and the period at the end of
subparagraph (E) was replaced with a semicolon followed
by the word "or." Both changes were made to correct
editorial errors.
In addition to the preceding changes, the preamble to new
19 TAC Chapter 33 fails to address two specific changes
to the proposed text that were inadvertently omitted from
the sections published as adopted with changes. On page
3938, the word "and" should be added after the semicolon
in §33.15(g)(7) to correct an editorial error. On page 3941,
the following catchline should be added to §33.25(c)(2)(D)
to comply with Texas Register style guidelines: "Discre-
tionary investment authority."
An error as submitted appeared on page 3937 in adopted
new §33.1(b). In the fist sentence of the subsection, the
word "sale" should read "sell."
♦ ♦ ♦
Texas Department of Health
Correction of Errors
The Texas Department of Health proposed amendments to
§§229.401-229.410, 229.410-229.412. The rules appeared
in the April 16, 1996, issue of the Texas Register (21
TexReg 3312).
The following correction should be noted:
1. On page 21 TexReg 3312, §229.403(b), there should be
a hyphen between 787563182 which was the zip code for
the Texas Department of Health. The correct zip code is
78756-3182.
2. On page 21 TexReg 3313, §229.404(b), there should be
a hyphen and a space between (1)(2). The correct citation
is (1)-(2) (No change.).
3. On page 21 TexReg 3313, §229.404(f), there should be
a hyphen between the following words: singleservice,
handdrying, and handwashing. The words are hypenated in
the federal code and should be hyphenated to be consistent
as follows: single-service, hand-drying, and hand-washing.
♦ ♦ ♦
In the April 30, 1996, issue of the Texas Register a
correction of error was published for the Texas Depart-
ment of Health. Some overlooked errors were found after
the agency submitted the correction of error request. Also
the letter for the correction contained a typo; the correc-
tion for §229. 146(a) was actually for §229.145(a).
The Texas Department of Health proposed amendments to
§§229.141, 229.142, 229.145-229.148, and
229.150-229.152. The rules appeared in the March 12,
1996, issue of the Texas Register (21 TexReg 1995).
Concerning §229.145(a)(6), on page 1996,
§229.147(b)(1)-(6), (c)-(c), (3)(1)(A)-(C), (e)(2) and (3),
on pages 1997-1998, §229.148(u)(2) and (3), (cc)(1)-(6),
(dd), (ee), the paragraphs and subparagraphs under (ee),
and (ff), on pages 1999-2000, and §229.151(d)(4), on page
2000, the formatting structure for the paragraph is incor-
rect as published.
Section 229.145(a), on page 1997, existing paragraph (6)
is proposed for deletion. The closing bracket is missing at
the end of the paragraph.
Section 229.147(b)(I), page 1997, the word "Vhas" should
be "has."
Section 229.147(e), page 1997, the period after "...Austin,
Texas 78756" should be a comma.
Concerning §229.145(a)(6), on page 1996, the formatting
structure for the subparagraphs, clauses, and subclauses
under paragraph (6) is incorrect as published.
Concerning §229.147(b)(1)-(6), (c)-(d), (e)(1)(A)-(B),
(e)(2) and (3), on pages 1997-1998, the formatting struc-
ture for the subsections, paragraphs and subparagraphs is
incorrect as published.
Concerning §229.148(u)(2) and (3), (cc)(1)-(6), (dd), (ee),
the paragraphs and subparagraphs under (ee), and (ff), on
pages 1999-2000, the formatting structure for the subsec-
tions, paragraphs, and subparagraphs is incorrect as pub-
lished.
Concerning 229.151(d)(4), on page 2000, the formatting
structure for the paragraph is incorrect as published.
Concerning 229.146(a), on page 1997, existing paragraph
(6) is proposed for deletion. The closing bracket is missing
at the end of the paragraph.
Concerning 229.147(b)(1), page 1997, the word "Vhas"
should be "has".
Concerning §229.147(e), on page 1997, the period after
"...Austin, Texas 78756" should be a comma.
Concerning §229.145(b)(2)(A) and (B), on page 1997,
subparagraphs (A) and (B) should be in bold print because
it is new language.
Concerning §229.148(u)(2) and (3), on page 1998, the first
two sentences of paragraph (2) and all of paragraph (3)
should be in bold print because it is new language.
♦ ♦ ♦
Licensing Actions for Radioactive
Materials
The Texas Department of Health has taken actions regard-
ing licenses for the possession and use of radioactive
materials as listed in the table below. The subheading
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Filed: May 20, 1996
♦ ♦ ♦
Notice of Public Hearings
The Commissioner of Insurance will hold a public hearing
under Docket Number 2229 on June 20, 1996, at 9:00 a.m.
in Room 100 of the Texas Department of Insurance Build-
ing, 333 Guadalupe Street in Austin, Texas, to consider
the adoption of proposed amendment to 28 TAC §5.4001,
concerning the plan of operation of the Texas Catastrophe
Property Insurance Association.
The proposed amendments and the statutory authority for
the proposed amendments to 28 TAC §5.4001, were pub-
lished in the May 10, 1996, issue of the Texas Register (21
TexReg 3998).
Issued in Austin, Texas, on May 16, 1996.
TRD-9606841 Alicia M. Fechtel
General Counsel and Chief Clerk
Texas Department of Insurance
Filed: May 16, 1996
♦ ♦ ♦
The Commissioner of Insurance will hold a public hearing
under Docket Number 2230 on June 20, 1996, at 9:00 a.m.
in Room 100 of the Texas Department of Insurance Build-
ing, 333 Guadalupe Street in Austin, Texas, to consider
the adoption of proposed amendment to 28 TAC §5.4501,
concerning the adoption by reference of a revised manual
of rules governing the writing of windstorm and hail
insurance by the Texas Catastrophe Property Insurance
Association.
The proposed amendments and the statutory authority for
the proposed amendments to 28 TAC §5.4501, were pub-
lished in the May 10, 1996, issue of the Texas Register (21
TexReg 4000).
Issued in Austin, Texas on May 16, 1996.
TRD-9606842 Alicia M. Fechtel
General Counsel and Chief Clerk
Texas Department of Insurance
Filed: May 16, 1996
♦ ♦ ♦
Texas Natural Resource Conservation
Commission
Correction of Errors
The Texas Natural Resource Conservation Commission
proposed new §§114. 30-114.40. The rules appeared in the
May 7, 1996, issue of the Texas Register (21 TexReg
3902).
In §114.39(1)(2) it reads "submission of false date as
information...", but should say "submission of false data..."
The Texas Natural Resource Conservation Commission
proposed an amendment to §117.540. The rule appeared in
the May 14, 1996, issue of the Texas Register (21 TexReg
4213).
In §117.540 the abbreviation for nitrogen oxides should




" in all references through-
out the section. Also in §117.540(c) is entirely new, but
was only partially bolded.
The Texas Natural Resource Conservation Commission
submitted a withdrawal of proposed Chapter 324,
Subchapter B, §§324.50-324.54, which appeared in the
May 7, 1996, issue of the Texas Register (21 TexReg
3928).
Two errors were published, on page 3928, on the bullet
line, the title number should be 30 instead of 19, and the
first line of the paragraph should read: "The Texas Natural




For the Week Ending May 17, 1996
APPLICATION BY LAIDLAW WASTE SYSTEMS
(TEXAS), INC. (Royal Oaks Landfill), Proposed Permit
Amendment Number MSW1614-A, authorizing an amend-
ment to their Type I (Landfill) municipal solid waste
management facility permit. The proposed permit amend-
ment authorizes a vertical and lateral expansion of their
existing solid waste management facility within their cur-
rently permitted site. The existing site covers about 144
acres of land. The average waste acceptance rate is pro-
jected to be about 250 tons of municipal solid waste per
day. The facility is located south of Heath Lane, about 0.5
miles east of the intersection of Heath Lane and U.S.
Highway 69, near the city of Jacksonville, in Cherokee
County, Texas
APPLICATION BY LAIDLAW WASTE SYSTEMS
(TEXAS), INC. (Pinehill Landfill), Proposed Permit
Amendment Number MSW1327-B, authorizing an amend-
ment to their Type I (Landfill) municipal solid waste
management facility. The proposed permit amendment
authorizes a vertical expansion of their existing solid waste
management facility within their currently permitted site.
The existing site covers about 221 acres of land. The
average waste acceptance rate is projected to be about
1,000 tons of municipal solid waste per day. The facility is
located about one mile northwest of the intersection of
Texas Highway 31 and Interstate Highway 20 near the city
of Kilgore, in Gregg County, Texas
The Executive Director will issue the permit unless one or
more persons file written protests and/or requests for
hearing within 30 days of the date of newspaper publica-
tion of this notice. If you wish to request a public hearing,
you must submit your request in writing. You must state
your name, mailing address and daytime phone number;
the application number, TNRCC docket number or other
recognizable reference to the application; the statement
"I/we request an evidentiary public hearing."; a brief de-
scription of how you, or the persons you represent, would
be adversely affected by the granting of the application;
and a description of the location of your property relative
to the applicant’s operations.
If one or more protests and/or requests for hearing are
filed on an application, the Executive Director will not
issue the permit and will forward the application to the
Office of Hearings Examiners where an evidentiary hear-
ing may be held. If no protests and/or requests for hearing
are filed on an application, the Executive Director will
approve the application. If you wish to appeal a permit
issued by the Executive Director, you may do so by filing
a written Motion for Reconsideration with the Chief Clerk
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of the Commission no later than 20 days after the date the
Executive Director signs the permit.
Requests for a public hearing or questions concerning
procedures should be submitted in writing to the TNRCC,
Chief Clerk’s Office, P. O. Box 13087, Mail Code 105,
Building F, Room 4301, Texas Natural Resource Conser-
vation Commission, Mail Code 105, P.O. Box 13087,
Austin, Texas 78711, (512) 239-3300
Issued in Austin, Texas, on May 17, 1996.
TRD-9606937 Gloria A. Vasquez
Chief Clerk
Texas Natural Resource Conservation
Commission
Filed: May 17, 1996
♦ ♦ ♦
Notice of Opportunity to Comment on
Permitting Actions
For the Week Ending May 17, 1996
The following applications will be signed by the Executive
Director in accordance with 30 TAC §263.2, which directs
the Commission’s Executive Director to act on behalf of
the Commission and issue final approval of certain uncon-
tested permit matters. The Executive Director will issue
the permits unless one or more persons file written protests
and/or requests for hearing within ten days of the date
notice concerning the application(s) is published in the
Texas Register.
If you wish to request a public hearing, you must submit
your request in writing. You must state your name, mail-
ing address and daytime phone number; the permit number
or other recognizable reference to this application; the
statement "I/we request a public hearing"; a brief descrip-
tion of how you, or the persons you represent, would be
adversely affected by the granting of the application; a
description of the location of your property relative to the
applicant’s operations; and your proposed adjustment to
the application/permit which would satisfy your concerns
and cause you to withdraw your request for hearing. If one
or more protests and/or requests for hearing are filed, the
Executive Director will not issue the permit and will
forward the application to the Office of Hearings Examin-
ers where a hearing may be held. If no protests or requests
for hearing are filed, the Executive Director will sign the
permit ten days after publication of this notice or thereaf-
ter. If you wish to appeal a permit issued by the Executive
Director, you may do so by filing a written Motion for
Reconsideration with the Chief Clerk of the Commission
no later than 20 days after the date the Executive Director
signs the permit.
Requests for a public hearing on this application should be
submitted in writing to the Chief Clerk’s Office (Mailcode
105), Texas Natural Resource Conservation Commission,
P.O. Box 13087, Austin, Texas 78711, (512) 239-3300.
Consideration of the application of Timothy W. Loftin,
Larry W. Weeden, and James Ditto dba Cedar Ridge Deep
Well Water System for an increase in retail water rates in
McLennan County. (Application #30972-G, Vera Poe)
Consideration of the application of Windermere Utility
Company, Inc. to amend Sewer Certificate of Convenience
and Necessity Number 20542 in Travis County, Texas.
(Application #30970-C, Guillermo Zevallos)
Consideration of the application of Williamson dba
Raintree Lakes Water Company to Transfer Water CCN
Number 12418 from Rainbow Development, Inc. dba
Raintree Lakes Water Company in Upshur County, Texas.
(Application #31111-S, Albert Holck)
Consideration of the application of Round Rock Ranch
PUD Utility Company, Inc. for a Water CCN in William-
son County, Texas. (Application #31078-C, Darrell
Nichols)
Consideration of the application of Round Rock Ranch
PUD Utility Company, Inc. for a Sewer CCN in William-
son County, Texas. (Application #31079-C, Darrell
Nichols)
Consideration of the application of Lewis Jackson dba
River of Life Water System for a water CCN in Walker
County, Texas. (Application #31038-C, Albert Holck)
APPLICATION BY THE CITY OF CROSS ROADS
AND THE CITY OF GRAND PRAIRIE TO REGULATE
ON-SITE SEWAGE FACILITIES WITHIN THEIR JU-
RISDICTION.
Consideration of the application of Encinal Water Supply
Corporation for a Sewer CCN in LaSalle and Webb Coun-
ties, Texas. (Application #31099-C, Guillermo Zevallos)
Signature of a Proposed Order Approving the Application
by City of Alton for Approval of a Sewer CCN in Hidalgo
County, Texas. (Application #30997-C, Vera Poe)
Consideration of the application of Forest Grove, Inc. dba
Southern Oaks Water Supply for a Rate/Tariff Change in
Freestone County, Texas. (Docket Number 96-0423-
UCR/Application #30991-R, Bret Fenner)
Approval of Application Number 31101-S of Omega Bay
Water Supply Corporation to Transfer Water CCN Num-
ber 11514 from Bayou Vista Utility Company, Inc., in
Galveston County, Texas. (Albert Holck)
Approval of Application Number 31102-S of Omega Bay
Water Supply Corporation to Transfer Water CCN Num-
ber 20549 from Bayou Vista Company, Inc., in Galveston
County, Texas. (Albert Holck)
Issued in Austin, Texas, on May 17, 1996.
TRD-9606936 Gloria A. Vasquez
Chief Clerk
Texas Natural Resource Conservation
Commission
Filed: May 17, 1996
♦ ♦ ♦
Provisionally-Issued Temporary Permits
to Appropriate State Water
Permits issued during the period of May 17, 1996
Application Number TA-7670 by Floyd Neuman for diver-
sion of ten acre-feet from May 1 through July 1, 1996 for
irrigation use. Water may be diverted from San Miguel
Creek at a location approximately 15.0 miles northeast of
Pearsall, Frio County, Texas, Nueces River.
Application Number TA-7671 by Shell Western E&P, Inc.
for diversion of one acre-foot in a two-month period for
industrial (Hydrotesting) use. Water may be diverted from
a location in Matagorda Bay approximately 24 miles south
southwest of Bay City, Matagorda County, Texas,
Colorado-Lavaca Coastal Basin.
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Application Number TA-7672 by Blazer Construction, Inc.
for diversion of four acre-feet in a six month period for
industrial use. Water may be diverted from Mason Creek,
to be diverted just east of Loop 281, approximately one-
half mile east of Longview in Harrison County, Texas,
Sabine River Basin.
Application Number TA-7673 by E.E. Hood and Sons,
Inc. for diversion of nine acre-feet in a one year period for
industrial use. Water may be diverted from Verde Creek at
a location approximately 11.0 miles south of Kerrville,
Kerr County, Texas, Guadalupe River.
Application Number TA-7674 by Simon Traylor and Sons,
Inc. for diversion of one acre-feet in a one year period for
industrial use. Water may be diverted from Copeland
Creek at a location approximately 15.0 miles south of
Livingston, Polk County, Texas, Trinity River.
Application Number TA-7676 by Elias Dugi for diversion
of ten acre-feet in a six-month period for irrigation (crop-
land) use. Water may be diverted from Cibolo Creek at a
location approximately 15 miles southeast of Floresville,
Wilson County, Texas, San Antonio River Basin.
Application Number TA-7677 by Jacob Flores for diver-
sion of ten acre-feet in a 3-month period for irrigation
(cropland) use. Water may be diverted from Cibolo Creek
at a location approximately 11 miles northeast of
Floresville, Wilson County, Texas, San Antonio River
Basin.
Application Number TA-7678 by Berry Adcock for diver-
sion of ten acre-feet in a six month period for irrigation
use. Water may be diverted from the San Antonio River at
a location approximately 5.0 miles southwest of Goliad,
Goliad County, Texas, San Antonio River.
Application Number TA-7679 by E.E. Hood and Sons,
Inc. for diversion of three acre-feet in a one year period
for industrial use. Water may be diverted from Turtle
Creed at a location approximately 6.0 miles south of
Kerrville, Kerr County, Texas, Guadalupe River.
Application Number TA-7680 by Smith and Company for
diversion of 4 acre-feet in a one year period for industrial
(highway construction) use. Water may be diverted from
the stream crossing of U.S. 190, approximately 13.5 miles
east of Livingston in Polk County, Texas, Trinity River
Basin.
Application Number TA-7681 by Ralph McGrew for di-
version of four acre-feet in a six month period for irriga-
tion use. Water may be diverted from Cibolo Creek at a
location approximately 15.0 miles east of Floresville, Wil-
son County, Texas, San Antonio River.
Application Number TA-7682 by Schwartz Construction
Company for diversion of one half of one acre-foot in a
three month period for industrial use. Water may be
diverted from Bear Creek at the Herbert-Heimann Road,
located approximately 10.0 miles SSW from
Fredericksburg, or the Pedernales River at the Old Center
Point Road crossing at a location approximately 7.0 miles
SW from Fredericksburg, Gillespie County, Texas.
Application Number TA-7683 by Jeffrey Oltjendiers for
diversion of ten acre-feet in a one-year period for irriga-
tion (cropland) use. Water may be diverted from the San
Antonio River at a location approximately one mile west
of Floresville, Wilson County, Texas, San Antonio River
Basin.
The Executive Director of the TNRCC has reviewed each
application for the permits listed and determined that
sufficient water is available at the proposed point of
diversion to satisfy the requirements of the application as
well as all existing water rights. Any person or persons
who own water rights or who are lawful users of water on
a stream affected by the temporary permits listed previ-
ously and who believe that the diversion of water under
the temporary permit will impair their rights may file a
complaint with the TNRCC. The complaint can be filed at
any point after the application has been filed with the
TNRCC and the time the permit expires. The Executive
Director shall make an immediate investigation to deter-
mine whether there is a reasonable basis for such a com-
plaint. If a preliminary investigation determines that diver-
sion under the temporary permit will cause injury to the
complainant the commission shall notify the holder that
the permit shall be cancelled without notice and hearing.
No further diversions may be made pending a full hearing
as provided in §295.174. Complaints should be addressed
to Water Rights Permitting Section, Texas Natural Re-
source Conservation Commission, P.O. Box 13087,
Austin, Texas 78711, (512) 239-4433. Information con-
cerning these applications may be obtained by contacting
the Texas Natural Resource Conservation Commission,
P.O. Box 13087, Austin, Texas 787311, (512) 239-3300.
Issued in Austin, Texas, on May 17, 1996.
TRD-9606935 Gloria A. Vasquez
Chief Clerk
Texas Natural Resource Conservation
Commission
Filed: May 17, 1996
♦ ♦ ♦
Public Utility Commission of Texas
Notice of Application to Amend
Certificate of Convenience and
Necessity
Notice is given to the public of the filing with the Public
Utility Commission of Texas of an application on April
30, 1996, to amend a Certificate of Convenience and
Necessity pursuant to Sections 1.101(a), 2.201, 2.101(e),
2.252, and 2.255, of the Public Utility Regulatory Act of
1995. A summary of the application follows.
Docket Title and Number: Application of Texas Utilities
Electric Company to Amend Certificated Service Area
Boundaries within Collin County, Docket Number 15738
before the Public Utility Commission of Texas.
The Application: In Docket Number 15738, Texas Utilities
Electric Company requests approval of its application to
revise current certificated service area boundaries within
Collin County.
Persons who wish to intervene in the proceeding or com-
ment upon action sought, should contact the Public Utility
Commission of Texas, at 7800 Shoal Creek Boulevard,
Suite 400N, Austin, Texas 78757, or call the Public Utility
Public Information Division at (512)458-0388, or
(512)458-0221 for teletypewriter for the deaf within 15
days of this notice.
Issued in Austin, Texas on May 15, 1996.
TRD-9606741 Paula Mueller
Secretary of the Commission
Public Utility Commission of Texas
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Filed: May 15, 1996
♦ ♦ ♦
Notice is given to the public of the filing with the Public
Utility Commission of Texas of an application on May 8,
1996, to amend a Certificate of Convenience and Neces-
sity pursuant to §§1.101(a), 2.201, 2.101(e), 2.252, and
2.255, of the Public Utility Regulatory Act of 1995. A
summary of the application follows.
Docket Title and Number: Application of Lower Colorado
River Authority to Amend Certificated Service Area
Boundaries within Fayette County, Docket Number 15837
before the Public Utility Commission of Texas.
The Application: In Docket Number 15837, Lower Colo-
rado River Authority requests approval of its application to
revise current certificated service area boundaries within
Fayette County.
Persons who wish to intervene in the proceeding or com-
ment upon action sought, should contact the Public Utility
Commission of Texas, at 7800 Shoal Creek Boulevard,
Suite 400N, Austin, Texas 78757, or call the Public Utility
Public Information Division at (512)458- 0388, or
(512)458-0221 for teletypewriter for the deaf within 15
days of this notice.
Issued in Austin, Texas on May 15, 1996.
TRD-9606743 Paula Mueller
Secretary of the Commission
Public Utility Commission of Texas
Filed: May 15, 1996
♦ ♦ ♦
Notice is given to the public of the filing with the Public
Utility Commission of Texas an application on May 7,
1996, to amend a certificate of convenience and necessity
pursuant to §§1.101, 3.051(b), 3.251, 3.253, and 3. 254 of
the Public Utility Regulatory Act of 1995 (PURA), Texas
Revised Civil Statutes Annotated article 1446c-0 (Vernon
Supp. 1996). A summary of the application follows.
Docket Title and Number. Application of United Tele-
phone Company of Texas, Inc. to Amend Certificate of
Convenience and Necessity Within Wise County. Docket
Number 15832.
The Application. In Docket Number 15832, United Tele-
phone Company of Texas, Inc. seeks approval to amend
the exchange area boundary between its Bridgeport ex-
change and Central Telephone Company of Texas’
Boonsville exchange to provide telephone service to a
customer currently without service.
Persons who wish to comment upon the action sought
should contact the Public Utility Commission of Texas, at
7800 Shoal Creek Boulevard, Austin, Texas 78757, or call
the Public Utility Commission Consumer Affairs Division
at (512)458-0256, or (512)458-0221 for teletypewriter for
the deaf on or before June 21, 1996.
Issued in Austin, Texas on May 15, 1996.
TRD-9606742 Paula Mueller
Secretary of the Commission
Public Utility Commission of Texas
Filed: May 15, 1996
♦ ♦ ♦
Notice of Intent to File Pursuant to
Public Utility Commission Substantive
Rule 23.27
Notice is given to the public of the intent to file with the
Public Utility Commission of Texas an application
pursuant to Public Utility Commission Substantive Rule
23.27 for approval of customer-specific PLEXAR-Custom
Service for City of Fort Worth in Fort Worth, Texas.
Tariff Title and Number. Application of Southwestern Bell
Telephone Company for PLEXAR-Custom Service for
City of Fort Worth in Fort Worth, Texas. Pursuant to
Public Utility Commission Substantive Rule 23.27. Tariff
Control Number 15858.
The Application. Southwestern Bell Telephone Company
is requesting approval of a 55 station addition to the
existing PLEXAR-Custom service for City of Fort Worth.
The geographic service market for this specific service is
the Fort Worth, Texas area.
Persons who wish to comment upon the action sought
should contact the Public Utility Commission of Texas, at
7800 Shoal Creek Boulevard, Austin, Texas 78757, or call
the Public Utility Commission Consumer Affairs Division
at (512)458-0256, or (512)458-0221 for teletypewriter for
the deaf.
Issued in Austin, Texas on May 15, 1996.
TRD-9606745 Paula Mueller
Secretary of the Commission
Public Utility Commission of Texas
Filed: May 15, 1996
♦ ♦ ♦
Notice is given to the public of the intent to file with the
Public Utility Commission of Texas an application
pursuant to Public Utility Commission Substantive Rule
23.27 for approval of customer-specific PLEXAR-Custom
Service for Bank One - Fort Worth in Fort Worth, Texas.
Tariff Title and Number. Application of Southwestern Bell
Telephone Company for PLEXAR-Custom Service for
Bank One - Fort Worth in Fort Worth, Texas. Pursuant to
Public Utility Commission Substantive Rule 23.27. Tariff
Control Number 15859.
The Application. Southwestern Bell Telephone Company
is requesting approval of a 40 station addition to the
existing PLEXAR-Custom service for Bank One - Fort
Worth. The geographic service market for this specific
service is the Fort Worth, Texas area.
Persons who wish to comment upon the action sought
should contact the Public Utility Commission of Texas, at
7800 Shoal Creek Boulevard, Austin, Texas 78757, or call
the Public Utility Commission Consumer Affairs Division
at (512)458-0256, or (512)458-0221 for teletypewriter for
the deaf.
Issued in Austin, Texas on May 15, 1996.
TRD-9606746 Paula Mueller
Secretary of the Commission
Public Utility Commission of Texas
Filed: May 15, 1996
♦ ♦ ♦
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Notice is given to the public of the intent to file with the
Public Utility Commission of Texas an application
pursuant to Public Utility Commission Substantive Rule
23.27 for approval of customer-specific PLEXAR-Custom
Service for Dreyer’s Ice Cream in Houston, Texas.
Tariff Title and Number. Application of Southwestern Bell
Telephone Company for PLEXAR-Custom Service for
Dreyer’s Ice Cream in Houston, Texas. Pursuant to Public
Utility Commission Substantive Rule 23.27. Tariff Control
Number 15848.
The Application. Southwestern Bell Telephone Company
is requesting approval of a new PLEXAR-Custom service
for Dreyer’s Ice Cream. The geographic service market for
this specific service is the Houston, Texas area.
Persons who wish to comment upon the action sought
should contact the Public Utility Commission of Texas, at
7800 Shoal Creek Boulevard, Austin, Texas 78757, or call
the Public Utility Commission Consumer Affairs Division
at (512)458-0256, or (512)458-0221 for teletypewriter for
the deaf.
Issued in Austin, Texas on May 15, 1996.
TRD-9606744 Paula Mueller
Secretary of the Commission
Public Utility Commission of Texas
Filed: May 15, 1996
♦ ♦ ♦
Notice is given to the public of the intent to file with the
Public Utility Commission of Texas an application on May
17, 1996, pursuant to Public Utility Commission Substan-
tive Rule 23.27 for approval of a customer-specific con-
tract for billing and collection services with PCI Phone
Calls, Inc.
Tariff Title and Number: Application of Southwestern Bell
Telephone Company for Approval of a Customer-Specific
Contract for Billing and Collection Services with PCI
Phone Calls, Inc. Pursuant to Public Utility Commission
Substantive Rule 23.27. Tariff Control Number 15834.
The Application: Southwestern Bell Telephone Company
seeks approval of a customer-specific billing and collec-
tion services contract with PCI Phone Calls, Inc. The
services pursuant to the customer-specific contract will be
offered anywhere within the state of Texas where PCI
Phone Calls, Inc. provides services to Southwestern Bell
end user customers.
Persons who wish to comment upon the action sought
should contact the Public Utility Commission of Texas,
7800 Shoal Creek Boulevard, Austin, Texas, 78757, or
call the Public Utility Commission Consumer Affairs Sec-
tion at (512) 458-0223, or (512) 458-0221 for teletype-
writer for the deaf.
Issued in Austin, Texas on May 15, 1996.
TRD-9606747 Paula Mueller
Secretary of the Commission
Public Utility Commission of Texas
Filed: May 15, 1996
♦ ♦ ♦
Notice of Intent to File Pursuant to
Public Utility Commission Substantive
Rule 23.28
Notice is given to the public of the intent to file with the
Public Utility Commission of Texas an application on May
16, 1996, pursuant to Public Utility Commission Substan-
tive Rule 23.28 for approval to offer promotional En-
hanced Call Waiting Feature Service rates.
Tariff Title and Number: Application of United Telephone
Company of Texas, Inc. for Promotional Rate Offering
Pursuant to Public Utility Commission Substantive Rule
23.28. Tariff Control Number 15824.
The Application: United Telephone Company of Texas,
Inc. proposes to offer Enhanced Call Waiting Feature
Service at no charge on a promotional basis for a 30 day
period to begin June 25, 1996 and end July 25, 1996.
Persons who wish to comment upon the action sought
should contact the Public Utility Commission of Texas,
7800 Shoal Creek Boulevard, Austin, Texas, 78757, or
call the Public Utility Commission Consumer Affairs Sec-
tion at (512) 458-0223, or (512) 458-0221 for teletype-
writer for the deaf.
Issued in Austin, Texas on May 15, 1996.
TRD-9606748 Paula Mueller
Secretary of the Commission
Public Utility Commission of Texas
Filed: May 15, 1996
♦ ♦ ♦
Notice is given to the public of the intent to file with the
Public Utility Commission of Texas an application on May
20, 1996, pursuant to Public Utility Commission Substan-
tive Rule 23.28 for approval to offer promotional rates.
Tariff Title and Number: Application of Lufkin-Conroe
Telephone Exchange, Inc. for Promotional Rate Offering
Pursuant to Public Utility Commission Substantive Rule
23.28. Tariff Control Number 15851.
The Application:. Lufkin-Conroe Telephone Exchange,
Inc. proposes to waive the $6.80 service order installation
charge for installing Call Forwarding custom calling fea-
tures when ordered in conjunction with an order for voice
messaging service for a six month promotional period. In
addition, upon subscribing to one or both of the features
listed during the six month promotional period, the cus-
tomer will receive that feature(s) free for one month.
Persons who wish to comment upon the action sought
should contact the Public Utility Commission of Texas,
7800 Shoal Creek Boulevard, Austin, Texas, 78757, or
call the Public Utility Commission Consumer Affairs Sec-
tion at (512) 458-0223, or (512) 458-0221 for teletype-
writer for the deaf.
Issued in Austin, Texas on May 15, 1996.
TRD-9606749 Paula Mueller
Secretary of the Commission
Public Utility Commission of Texas
Filed: May 15, 1996
♦ ♦ ♦
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Notice of Workshop and Request for
Comments
The Public Utility Commission of Texas plans to hold a
workshop on June 11, 1996, as a part of its continuing
project relating to electric industry restructuring in Texas
(Project Number 15000). The topic of the June 11th
workshop is "Regulatory Restructuring." The workshop
will be held at 10:00 a.m. at the Commission’s offices.
The Commission is interested in receiving comments from
interested parties related to regulatory changes necessary
to protect the public interest in the context of a partially
competitive electric market. A list of specific questions is
available from Lucila Etheridge at the Commission at
(512) 458-0327. Due to the breadth of the workshop
questions, not all issues or questions will be addressed in
panels at the workshop. Some issues will only be ad-
dressed in the written comments. Staff will determine
which issues are most appropriate for panels after review
of the written comments, and additional issues may be
added as warranted.
Interested persons may provide the Commission with 15
copies of their written responses to those questions by
filing them with the filing clerk of the commission at 7800
Shoal Creek Boulevard, Austin, Texas, 78757. As the list
of questions is lengthy, it is not necessary to respond to
every question; parties should focus their responses on
issues of particular concern. In their responses, parties
should include a two page executive summary of the
response. In addition, parties should indicate whether they
would like to participate in any panels at the workshop and
which questions they would most like to address.
Responses are to be filed by June 4th, and should refer to
Project Number 15000. Parties should also file an elec-
tronic copy of their responses with Lucila Etheridge of the
Office of Policy Development (512) 458-0327, preferably
in Microsoft for Windows Word6 format (alternatively in
a DOS compatible text format).
Issued in Austin, Texas, on May 16, 1996.
TRD-9606867 Paula Mueller
Secretary of the Commission
Public Utility Commission of Texas
Filed: May 16, 1996
♦ ♦ ♦
Stephen F. Austin State University
Construction Management Project
Pursuant to Chapter 2254, Government Code, Stephen F.
Austin State University (SFASU) requests proposals from
qualified firms to provide construction management ser-
vices for the renovation of the first floor of the Austin
Building, the installation of an elevator in the Human
Sciences Building, and a portion of the construction activi-
ties related to the installation of an underground pipe loop.
All projects are located on the SFASU campus. SFASU is
presently using J. E. Kingham Construction Company as
construction manager for the construction and renovation
of the Music Building and the renovation of HVAC sys-
tems in two dormitories on the SFASU campus. J. E.
Kingham has expressed an interest in the Austin Building
renovation, elevator installation, and pipe loop projects
and SFASU will fully consider the efficiencies inherent in
employing Kingham on these simultaneous projects, un-
less a better proposal is received.
SFASU will select the construction manager based on
demonstrated competence, knowledge, qualifications, and
reasonableness of the proposed fee; additionally, if other
considerations are equal, preference will be given to a
construction manager whose principal place of business is
in the State or who will manage the contract wholly from
an office in the State. Firms interested in responding to
this request for proposals may obtain information by con-
tacting John Rulfs, Assistant Director of Physical Plant,
Stephen F. Austin State University, PO Box 13031 SFA
Station, Nacogdoches, Texas 75962. Phone (409)
468-4341 or Fax (409) 468-4446.
Proposals must be received no later than June 16, 1996.
Issued in Austin, Texas, on May 20, 1996.
TRD-9606985 R. Yvette Clark
General Counsel
Stephen F. Austin State University
Filed: May 20, 1996
♦ ♦ ♦
Texas Department of Transportation
Notice of Invitation
The Texas Department of Transportation (TxDOT) intends
to engage an engineer, pursuant to Texas Government
Code, Chapter 2254, Subchapter A, and 43 TAC §§9.30-
9.40, to provide the following services. The engineer
selected must perform a minimum of 30% of the actual
contract work to qualify for contract award.
Contract Number 01-5XXP5007: To perform bridge scour
studies in the Delta, Fannin, Franklin, Hopkins, Hunt,
Grayson, Lamar, Rains and Red River counties within the
Paris District.
Deadline: A letter of interest notifying TxDOT of the
provider’s intent to submit a proposal will be accepted by
fax at (903)737-9289, or hand-delivered to TxDOT, Paris
District Office, 1365 North Main Street, Paris, Texas or
mailed to P.O. Box 150, Paris, Texas 75461. Letters of
interest will be received until 5:00 p.m. on Thursday, June
6, 1996. The letter of interest must include the engineer’s
firm name, address, telephone number, name of engineer’s
contact person and refer to Contract Number
01-5XXP5007. Upon receipt of the letter of interest a
Request for Proposal packet will be issued. (Note: Written
requests, either by mail/hand delivery or fax, will be
required to receive Request for Proposal packet. TxDOT
will not issue Request for Proposal packet without receipt
of letter of interest.)
Proposal Submittal Deadline: Proposals for Contract Num-
ber 01-5XXP5007 will be accepted until 5:00 p.m. on
Thursday, June 27, 1996, at the TxDOT, Paris District
Office mentioned addresses.
Agency Contact: Requests for additional information re-
garding this notice of invitation should be addressed to
Clifford Clottey at (903)737-9353 or fax (903)737-9289.
Contract Number 17-645P5005: To prepare plans, specifi-
cations and estimates for the widening of US 79 in Milam
county.
Deadline: A letter of interest notifying TxDOT of the
provider’s intent to submit a proposal will be accepted by
fax at (409)778-9702, or hand/mail delivered to TxDOT,
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Bryan District Office, 1300 North Texas Avenue, Bryan,
Texas 77803-2760. Letters of interest will be received
until 5:00 p.m. on Friday, June 7, 1996. The letter of
interest must include the engineer’s firm name, address,
telephone number, name of engineer’s contact person and
refer to Contract Number 17-645P5005. Upon receipt of
the letter of interest a Request for Proposal packet will be
issued. (Note: Written requests, either by mail/hand deliv-
ery or fax, will be required to receive Request for Proposal
packet. TxDOT will not issue Request for Proposal packet
without receipt of letter of interest.)
Pre-proposal Meeting: A pre-proposal meeting will be held
on Wednesday, June 12, 1996, beginning at 10:00 a.m., at
the Brazos Center, 3232 Briarcrest Drive, Bryan, Texas.
(TxDOT will not accept a proposal from an provider who
has failed for any reason to attend the mandatory pre-
proposal meeting.)
Persons with disabilities who plan to attend this meeting
and who may need auxiliary aids or serves such as inter-
preters for persons who are deaf or hearing impaired,
readers, large print or braille, are requested to contact
Phillip E. Russell, P.E., at (409)778-9713 at least two
work days prior to the meeting so that appropriate arrange-
ments can be made.
Proposal Submittal Deadline: Proposals for Contract Num-
ber 17-645P5005 will be accepted until 5:00 p.m. on
Wednesday, June 26, 1996 at the TxDOT, Bryan District
Office mentioned address.
Agency Contact: Requests for additional information re-
garding this notice of invitation should be addressed to
Phillip E. Russell, P.E., at (409) 778-9713 or fax
(409)778-9702.
Issued in Austin, Texas, on May 20, 1996.
TRD-9606970 Robert E. Shaddock
General Counsel
Texas Department of Transportation
Filed: May 20, 1996
♦ ♦ ♦
The Texas Department of Transportation (TxDOT) intends
to engage an engineer, pursuant to Texas Government
Code, Chapter 2254, Subchapter A, and 43 TAC §§9.30-
9.40, to provide the following services. The engineer
selected must perform a minimum of 30% of the actual
contract work to qualify for contract award.
Contract Number 58-645P5001: To conduct an Intelligent
Transportation Systems (ITS) Early Deployment Planning
study of the IH-10 corridor from San Antonio, Texas to
New Orleans, Louisiana. Both the Texas Department of
Transportation and the Louisiana Department of Transpor-
tation and Development (LDOTD) are participating in this
project. The study is funded by the Federal Highway
Administration (FHWA) and the states of Texas and Loui-
siana. Texas will take the lead administratively on the
project.
The study will examine intermodal freight operations
within the corridor and recommend operational and institu-
tional improvements and suggest ITS technologies which
will increase the efficiency and safety of freight movement
along the entire corridor. The study will include a study of
port operations and the intermodal connectivity between
the ports and the corridor. This will primarily be a rural
ITS study; any investigation of urban areas will be limited
to their effects on freight movement along the corridor.
Deadline: A letter of interest notifying TxDOT of the
provider’s intent to submit a proposal will be accepted by
fax at (512)416-3214 or by hand/mail delivered to
TxDOT, Traffic Operations Division Office, Attention:
TRF-TM, 125 East 11th, Austin, Texas 78701. Letters of
interest will be received until 5: 00 p.m. on Friday, June 7,
1996. The letter of interest must include the engineer’s
firm name, address, telephone number, name of engineer’s
contact person and refer to Contract Number
58-645P5001. Upon receipt of the letter of interest a
Request for Proposal packet will be issued. (Note: Written
requests, either by mail/hand delivery or fax, will be
required to receive Request for Proposal packet. TxDOT
will not issue Request for Proposal packet without receipt
of letter of interest.)
Pre-proposal Meeting: A pre-proposal meeting will be held
on Tuesday, June 18, 1996, at the TxDOT, Riverside
Annex, 200 East Riverside, Austin, Texas, beginning at
1:30 p.m. (TxDOT will not accept a proposal from an
provider who has failed for any reason to attend the
mandatory pre-proposal meeting.)
Persons with disabilities who plan to attend this meeting
and who may need auxiliary aids or serves such as inter-
preters for persons who are deaf or hearing impaired,
readers, large print or braille, are requested to contact Tom
Stephenson, at (512)416-3297 at least two work days prior
to the meeting so that appropriate arrangements can be
made.
Proposal Submittal Deadline: Proposals for Contract Num-
ber 58-645P5001 will be accepted until 5:00 p.m. (CDT)
on Friday, July 19, 1996 at the TxDOT, Traffic Operations
Division Office mentioned address.
Agency Contact: Requests for additional information re-
garding this notice of invitation should be addressed to
Tom Stephenson at (512)416-3297 or fax (512)416-3214.
Issued in Austin, Texas, on May 20, 1996.
TRD-9606971 Robert E. Shaddock
General Counsel
Texas Department of Transportation
Filed: May 20, 1996
♦ ♦ ♦
Texas Water Development Board
Correction of Error
The Texas Water Development Board submitted Applica-
tions Received, which appeard in the May 17, 1996, issue of
the Texas Register (21 TexReg 4371).
In the Table of Contents the applicaton was published as




TheTexas Registeroffers the following services. Please check the appropriate box (or boxes).
Texas Natural Resource Conservation Commission, Title 30
❑ Chapter 285 $20 ❑ update service $15/year(On-Site Wastewater Treatment)
❑ Chapter 290$20 ❑ update service $15/year(Water Hygiene)
❑ Chapter 330$45 ❑ update service $15/year(Municipal Solid Waste)
❑ Chapter 334 $35 ❑ update service $15/year(Underground/Aboveground Storage Tanks)
❑ Chapter 335 $25 ❑ update service $15/year(Industrial Solid Waste/Municipal
 Hazardous Waste)
Update service should be in❑ printed format❑ 3 1/2” diskette ❑ 5 1/4” diskette
Texas Workers Compensation Commission, Title 28
❑ Update service $25/year




Texas Administrative Code (512) 463-5565
Inf ormation For Other Divisions of the Secretary of State’s Office
Executive Offices (512) 463-5701
Corporations/
Copies and Certifications (512) 463-5578
Direct Access (512) 463-2755
Information (512) 463-5555
Legal Staff (512) 463-5586






Notary Public (512) 463-5705
Public Officials (512) 463-5552
Uniform Commercial Code
Information (512) 475-2700
Financing Statements (512) 475-2703
Financing Statement Changes (512) 475-2704
UCC Lien Searches/Certificates (512) 475-2705
Please use this form to order a subscription to theTexas Register, to order a back issue, or to
indicate a change of address. Please specify the exact dates amd quantities of the back issues
required. You may use your VISA or Mastercard. All purchases made by credit card will be suject
to an additional 2.1% service charge. Return this form to the Texas Register, P.O. Box 13824,
Austin, Texas 78711-3824. For more information, please call (800) 226-7199.
❐ Change of Address ❐ New Subscription (Yearly)
Printed ❐ $95
❐ Back Issue Diskette ❐ 1 to 10 users $200
________ Quantity ❐ 11 to 50 users $500
Volume ________, ❐ 51 to 100 users $750
Issue # ________ ❐ 100 to 150 users $1000
(Prepayment required ❐ 151 to 200 users $1250
for back issues) More than 200 users--please call
Online BBS ❐ 1 user $35
❐ 2 to 10 users $50
❐ 11 to 50 users $90
❐  51 to 150 users $150
❐ 151 to 300 $200




CITY, STATE, ZIP __________________________________________________
Customer ID Number/Subscription Number ______________________________
(Number for change of address only)
❐ Bill Me ❐ Payment Enclosed
Mastercard/VISA Number ____________________________________________
Expiration Date ___________ Signature ________________________________
Please make checks payable to the Secretary of State. Subscription fees are not refundable.






and additonal entry offices
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